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November 3, 1971 

HEHORANDUM TO THE LOAN COML1ITTEE 

Tunisia - Societe Nationale d'Investissement 

1. The Committee is requested to consider. without meeting, the 

attached memorandum dated November 3, 1971 from the Europe, Uiddle 

East and North Africa Department, entitled "Tunisia - Pr oposed Fourth 

Loan to Societe Nationale d'Investissement (SNI)" (LC/0/71-117). 

2. Comments, if any, should be sent to reach r.1r. Siebeck (ext. 4707) 

by 5:00 p.m. on Monday, November 8. 

3. It is planned then, if the Committee approves, to inform the 

Government and representatives of SNI that the Bank is prepared to begin 

negotiations for the proposed loan on the terms and conditions referred 

to in the attached memorandum. 

Dag F. Wittusen 
Secretary 
Loan Committee 
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November 3, 1971 

Hemo.randum from the Europe, Middle East and North Africa Department 

Till~ISIA - Proposed Fourth Loan to Societe Nationale d'Investissement (SNI) 

1. Attached for consideration by the Loan Committee is an appraisal 
report entitled "Tunisia - Societe Nationale d' Investissement" (No. DB-81) 
dated October 28, 1971. It recommends a fourth loan of $10 million to 
Societe Nationale d 1 Investissement (SNI). Three previous loans were made 
to SNI, the first of $5 million in Hay 1966, the second of $10 million in 
September 196 7, and the third again of $1 0 million in December 1969. The 
third loan is expected to be fully corrnnitted in a few weeks. 

2. In 1966, IFC invested $572,000 in SNI' s share capital, giving it 
a 20 percent participation. vJhen SNI doubled its capital in 1970, IFC increased 
its participation by $630,000, thus maintaining its 20 percent holding. The 
Swedish International Development Authority ( SIDA) made two long term loans to 
SNI totalling US$9 million. 

3. The proposed loan to SNI would be the thirteenth Bank loan to 
Tunisia, bringing total Ba.Ylk lending to $116.3 million, in addition to eight 
IDA credits totalling $49.8 million. The current five-year operations program 
is attached. 

4. A report on Tunisia's current economic position and prospects was 
issued on August 18, 1971 (ENA 38a). During the past five years, real economic 
growth averaged only about Y2 percent. The coming year is expected to 
show better results . Ho1..rever, t-1hile there are sui'ficient resources 
and markets for substantially higher growth in the future, improved performance 
will depend upon the application of more effective economic policies. New 
policy objectives were introduced by the Government in November 1970, which 
anticipate less direct government involvement in economic decisions, decentral­
ization of economic responsibilities, encouragement of private initiative and 
relaxation of economic regulations. In addition, new incentives are being 
given to foreigh investments in export industries. At the same time the 
banking system, including investment institutions like SNI, is expected to 
play a more independent and active role in appraising and promoting 
development projects. 
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5. Prospects for 19'11 and 1972 are favorable because of higher 
agricultural output resulting from favorable weather conditions. This year's 
tourism season surpassed expectations. High Government $Pending is stimulating 
domestic demand and imports will rise, yet, foreign exchange earnings are 
likely to go up as well, preventing a further increase in the current account 
deficit of the balance of payments. As capital inflow is expected to be 
high, the gradual improvement in reserves achieved during the past three 
years is likely to continue. The further outlook for the balance of payments 
depends largely on the discovery of new oil deposits, further expansion of 
tourism, on workers' remittances, and the continuation of ·substantial amounts 
of external aid. · 

6. Tunisia's foreign debt is high; however, the debt structure has 
improved due to restraint over the past fev1 years in short and medium borrow­
ing and to foreign aid made available at favorable conditions. Tunisia can 
be considered creditworthy for some additional conventional long-term 
borrowing, provided a large proportion of·n~w external assistance is made 
available at concessional terms. 

Issues 

7. Staffin~ and Organization: SNI was appraised for the third Bank 
loan in Narch 19 9. Over the t1rro years until the subsequent appraisal in 
February 1971, SNI almost doubled the volume of its approvals (from DJ. 7 
million for 42 operations in 1968 to D6.7 million for 66 operations in 1970.) 
Hovrever, during the same period, SNI 1 s organization 'tveakened. Ten months 
after ~1r. Ivbncef Belkhodja took over as President Director General of SNI 
in Januar.y 1969, his experienced deputy as well as two other high level 
executives left and were not replaced. These changes had a neg~tive effect 
on SNI 's operations and staff morale. Since the middle of 1970, the Bcmk 
has become increasingly disturbed by the declining quality of SNI's appraisals. 
Deficiencies in SNI' s operations were already serious when the management 
changed again last Harch. Mr. Habib Bourguiba Jr. (Pr~sident Bour~iba.'s 
son) vJas elected as S1'JI 1s President Director General. He replaces 1·Ir. Honcef 
Belkhodja who remains temporarily ""dth SNI as "Adrninistrateur Delegue". 

8. SNI no-rr needs a major overhaul of its organization and an upgrading 
of its staff to strengthen its project appraisal and supervision Hork. At 
SNI' s ovm. request, an expert from the International Executive Services Corps 
(IESC), after more than three months of field investigation, recently prepared 
a report on SNI 1 s re-organization needs, Hhich reconnnends important changes in 
SNI 1 s organizational structure. On the basis of these recommendations vrhich 
are by and large in .line with those made by the Bank's appraisal mission, 
SNI is presently preparing a plan and schedule for a re-organization, on which 
agreement would have to be reached during negotiations. 
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9. The appraisal report lists a n~~ber of remedial measures (paragraphs 
3.07, 3.12 - 3.15 and ).17) uhich SNI 1vould have to take, namely: 

(a) SNI should determine its need and use of advisory services. 
It emplqys at present a French engineering advisor who, in 
the circumstances however, mainly discharges coordination 
and general management functions. SNI also may have to look 
for further outside expert assistance to assist in carrying 
out its re-organization. 

(b) SNI should create a technical unit for appraisal and follow­
up of industrial projects. 

(c) Project follow-up in general $1ould be intensified and staff 
added f'or this purpose. 

(d) In addition to strengthening its own expertise, S1IT should, 
to the extent feasible and useful, avail itself of the 
cooperation of competent Tunisian institutions in project 
promotion, appraisal and follo'\v-up. For tourism projects it 
could explore possibilities for cooperation with COFITOUR 
(a tourism and hotel financing company in which IFC holds 
20 percent and SNI 16.5 percent of share capital), partic­
ularly for projects jointly financed with COFITOUR. For 
industrial projects cooperative arrangements m~ be possible 
'With the National Industrial Research Center, a goverrunent 
promotion agency which receives considerable technical 
assistance from UNDP/UliiDO. 

These measures should be part of the understanding to be reached ~d th SNI on 
its organizational improvements. Finally, the provision of adequate training 
facilities for SNI 1 s senior officers and middle management will also be raised 
during negotiations. 

10. Audit Provisions: A major problem occurred in connection 1rdth the 
audit of SNI' s 1970 accounts. After their first field audit in lVIarch, the 
auditors declined to express an opinion because they were unable to obtain 
financial statements of the client companies for several SNI loans in a.ITears. 
Only after two further field investigations the auditors have now been able to 
deliver a report including a qualified opinion. It indicates that SNI 1s risk 
is generally covered by adequate provisions subject to the collectibility of 
t'tvO loans f'or which sufficient details were not available. These risks, in 
DFC Department's view, are however covered by ~~I's general reserves. 

11 • This problem was partly due to the timing of SNI 1 s audit which under 
all previous Loan Agreements is to be completed five months after the close 
of SNI's financial year, i.e. by the end of l\'Iay. SNI 1 s clients however, under 
Tunisian law, are not required to produce their annual statements before the 
end of Jnne. He avJait SHI 1 s suggestions as to how this year 1 s problems can 
be avoided in future. 
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1 2. Horeover, while financial provisions appear adequate it has become 
·clear that m~I has not established these provisions following a s.ystematic 
method based on a careful review of its portfolio. This should be remedied 
in the future, and w.ill be discussed during negotiations. 

13. Other matters: other matters on "trrhich we 'tf.rill have to reach an 
understanding during loan negotiations concern several aspects of SNI 1 s 
appraisal work and project selection, security on its loans, and its efforts 
to tap other sources ot funds. 

(a) \"le v-rould like SNI to improve its financial and economic 
analysis of projects by computing internal and economic 
rates of return as a selection criterion. Financial rates 
of return should at least be equal to the estimated cost of 
capital in Tunisia and projects "tdth returns of considerably 
less than 10 percent should not qualify for SNI financing. 
In cases where the incidence of taxes and subsidies would have 
a significant effect on the financial rate of return, SNI 1 s 
appraisal should include a calculation of the economic rate 
of return. 

(b) We 'WOuld also like SNI to put more emphasis on its financing 
of export-oriented projects. So far, it has almost entirely 
financed import substituting projects in industr.y. 

(c) About 40 percent of SNI' s end -1970 loan portfolio v-ras not 
properly secured. :fJiost land in Tunisia's rural areas has 
not yet been registered and mortgages cannot be validly 
established. Only a "mortgage promise" can be obtained trJh.ich 
does not give any rights until registration. SNI' s sub-loans 
to hotels in such cases are only secured by chattel mortgages 
which for all practical purposes are of marginal value. SNI 
and the Government have been advised to explore, before negot­
iations, ho'tv appropriate security for SNI 1 s loans can be 
created, and we have just been informed that the r.runisian 
delegation trrill propose a solution during negotiations. 

(d) For its foreign currency needs SNI has so far relied on 
the Bank and SillA. Its local currency resources 1.vere 
provided by the Government, public institutions, equity;· and by SIDA 
1vhich allo"tv·s the use of up to 50 percent of its loans for 
local financing. A similar arrangement under the last Bank 
loan for an amount of up to .:>1 million tvas not used, and no 
local currency tina-11cing is suggested under the proposed loan. 
vJith funds still available under the SIDA loans, from the recent 
share capital increase and expected cash generation, SNI is 
e:>..1Jected to cover its local currency. needs unt~ -end ·1972;. 
i.e. throughout the commitment period of the proposed loan. 
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Hot-rever, SNI should no'\v begin to intensify its so 
far restrained efforts to raise funds in the domestic 
market. It should also be urged to make greater 
efforts to diversify its foreign sources of funds. 

14. SNI has good business prospects. Its organization and staffing 
have weakened considerably over the past two years, but its management seems 
determined to remedy this situat.ion and, although still ne1r1, should stand 
a good chance of achieving an effective reorganization. Such improvement 
is more likely to result if the Bank continues its financial support and 
superVJ.sJ.on. To withhold support at this moment would compel SNI to reduce 
its operations and would adversely affect private investment in industry 
and tourism. I therefore agree with the appraisal report's recommendation for 
a new loan of $10 million, based on agreement concerning satisfactory measures 
to resolve SNI 's main problems. This amount would cover a comrni tment period 
of t1r1elve months instead of the usual two years. SNI would thus be reappraised 
in mid 1972 and in the meantime be kept under close supervision. 

15. I recommend that the Bank invites SNI and the Government to send 
representatives to negotiate a loan of $1 0 million on the lines indicated 
in Chapter VI of the Appraisal Report and in this memorandum. 

Attachments 

Dieter Hartvdch 
Deputy Director 
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~fEHORAHDUH TO THE LOAN CO~IITTEE 

Jordan - Education Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated November 3, 1971 from the Europe, Middle 

East and North Africa Department, entitled "Jordan - Education Project" 

(LC/0/71-116). 

2. Comments, if any, should be sent to reach Mr. Speller (ext. 

4814) by 1:00 p.m. on ~-fonday, November 8. 

3. It is planned then, if the Committee approves, to inform the 

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Committee: 

Dag F. Wittusen 
Secretary 
Loan Committee 
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Memorandum from Europe, Middle East and North Africa Department 

Jordan - Education Project 

1. This memorandum recommends an IDA Credit in an amount of up to 
$6.4 million to help finance an Education Pro-ject in Jordan. A report 
entitled "Appraisal of a First Education Project in Jordan" (PE-36) 
dated October 15, 1971 is attached hereto. There are no general policy 
issue's raised by this project. 

2. The proposed Credit will be the first Bank Group operation in 
Jordan's education sector. Past Bank Group lending to Jordan consists 
of five Credits (two for water supply, two for agricultural credit, and 
one for transportation) amounting to $15.5 million. Execution of these 
projects has been slow but generally satisfactor,y; however in the case 
of the second agricultural credit of May 1967, the freezing of operations 
in the West Bank and unsettled conditions in Jor~~ since the Arab-Israeli 
war of 1967 have seriously affected the operations of the Agricultural 
Credit Corporation and made it necessary to postpone the closing date 
by fifteen months to December 1972. Two other projects are being 
considered for subsequent financing by IDA for the expansion of the Amman 
water supply and sewerage s.ystem and for power generation. A copy of 
the lending program for FY 1972-1976 is attached. 

3. The findings of a Bank economic mission which visited Jordan in 
February 1971 are reported in a "Memorandum on the Current Economic 
Position and Prospects of Jordan" (EMA-37) dated May 6, 1971. Since 
then the internal security situation within the country has improved and 
the economy is now showing signs of recovery from the paralysis brought 
about by the hostilities o.f June and September 1970 and their aftermath. 
Although in the past Jordan has demonstrated an ability to make significant 
progress under difficult conditions, long-term prospects for development 
depend essentially on the restoration of peace in the area. The country 
will remain dependent on outside financial assistance on soft terms for 
some time to come. 
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The Project 

4. The proposed project, which was first prepared by UNESCO early in 
1970, is estimated to cost $9.8 million of which $6.4 million, is required 
in foreign exchange. The project consists of a number of separate items 

. each of which is designed to meet a specific need within the educational 
s.ystem. These are: (i) two comprehensive seconda~ schools, which will 
help correct the present imbalance between purely academic- and vocation­
orientated secondary education in favour of the latter; (ii) a polyteclmic 
and trade training centre, including a science equipment production unit 
and facilities for training technical teachers for prepara to~J schools; 
(iii) a prima~ and preparator,y teacher training college; and (iv) the 
expansion of an existing agricultural school with facilities to train 
agricultural teachers for preparatory schools. Technical assistance 
amounting to about $1.6 million would also be required for the project. 
Financing for part of this amount has already been requested by the Jordan 
Government from UNDP and other·possible donors. The attached appraisal 
report, which includes as part of the project only those items for which 
Bank financing has so far been requested, will be amended in its final 
version to include as part of the project all technical assistance items, 
whether financed by IDA or other sources (see para 5). 

Project Issues 

5. Technical Assistance. The proposed Credit includes only part of 
the technical assistance needed for the successful operation of the project 
(see Annex 15 of the Appraisal Report). The reason for this is that the 
Government has already applied to UNDP for finance to cover the cost of a 
national vocational training program which would include the technical 
assistance required for the trade training centre, and hopes to obtain 
from bilateral sources the technical assistance required for the polyteclmic. 
Confinnation will be obtained at the time of negotiations as to the 
status of these requests. If, contrary to present expectations, the Jordan 
Government cannot obtain by the time of negotiations, assurances satisfacto~ 
to the Bank from UNDP or other agencies that the requirement mentioned in 
para 8.02 (i) of the Appraisal Report concerning technical assistance for 
either of these project items can be met, Education Projects Department 
reconnnends, and I concur, that the amount of the Credit should be increased 
correspondingly. The foreign exchange cost of technical assistance needed 
for the polytechnic and trade training centre is estimated at about $1.0 
million, which would bring the amount of the Credit to a maxi.mum of $6.4 
million {or about 65 percent of the total project cost of $9.8 million). 

6. Project Organization. The Government intends to establish a project 
unit within the Ministry of Education to supervise the project and has 
alreaqy designated a project director (subject to confirmation at the time 
of negotiations). The Appraisal Report recommends strengthering the 
~stem of educational planning and coordination in Jordan in several areas 
which directly affect the success of the project, namely, agricultural 
education (para 3.10 of the AppraiS.al Report), the training of science 
teachers (para 3.12 of the Appraisal Report), and vocational education. 



3 

Assurances will be sought, at the time of negotiations, that the Govern.'I'Jlent 
vd.ll make institutional arrangements for cooperation between the Ministries 
of Education and Agriculture in the management of agricultural secondary 
schools and between the Facu.l ty or Science and the Department of Education 
of the Universi~ of Jordan in the training of science teachers for secondar,y 
schools. The Government will also be required, under the tenns of the 
Credit, to implement plans for establishi."lg a National Vocational Council 
(para 6.08 of the Appraisal Report). 

7 • Provision has been made, as part of the project, for technical 
assistance to strengthen the Educational Planning Unit within the Ministry 
of Education, and the Government will be asked to appoint qualified 
Jordanian counterparts for the technical assistance staff provided. 

Recommendation 

8 • I recommend that the Association invite the Goverrnnent of Jordan to 
send representatives to negotiate a Credit along the lines of the 
recommendations contained in paras 8.01 through 8.04 of the Appraisal Report 
and in this memorandum (in particular para 5 concerning the possibility of 
financing additional technical assistance). 

Att. 

Dieter Hartw:ich 
Deputy Director 
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Minutes of a Special Loan Meeting to consider "Botswana - Shashe Infrastructure 
Project" held on October 19, 1971 in Conference Room B. 

1. Present: I1essrs. Knapp (Chairman), Cope, \villiams, Chadenet, Fuchs, 
Lejeune, Husain, Scott, Bailey, Dean, Finzi, Loh, Niehuss, Poncia, Raizen, 
Russell, Wyatt and Wittusen (Secretary). 

2. Background: The meeting was called to consider Hr. Lejeune's memo-
randum to Mr. Knapp dated October 19, 1971. As a result of the large in­
crease from $121 million to $149 million in the estimated costs of the 
nickel/copper mining project, which the Bank's loan for infrastructure 
facilities was intended to support, substantial modifications in the 
arrangements which had been previously negotiated with the Bank had been 
proposed by Anerican r.fetal Climax, Inc. (Amax) and Anglo/American Corpor­
ation of South Africa (Anglo). Amax and Anglo were the major indirect 
shareholders in Bamangwato Concessions Ltd. (BCL), the Botswana mining 
company that would construct and operate the mining project. 

3. According to the original mining plan ore was to be mined from 
two mines (Pikwe and Selebi}, and both mines were to be opened at the same 
time in 1973. The estimated life of the combined mining operation was 25 
years. In order to ensure completion of the mining project, Amax and Anglo 
had agreed with the Bank to provide to BCL all additi.onal funds over and 
above the financing plan needed to open the mines and start up the concen­
trator, smelter and other surface facilities. Of the first $10 million 
of these funds 40% were to be provided by way of equity and 60% by way 
of subordinated shareholder loans from Arnax and Anglo repayable over three 
years out of funds otherwise available for dividends. Any funds in excess 
of $10 million were to be provided by way of additional subordinated share­
holder loans on the same terms • 
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4. The revised mining plan would shorten the life of the mining opera-
tion from 25 to 20 years by way of mining a higher proportion of the richer 
ore in the Pikwe mine in the earlier years than originally planned. To 
do this, BCL planned to carry out the mining project in two phases. Phase 
I would involve the opening of the Pikwe mine (which had a higher nickel 
content than Selebi) by 1973. Phase II would involve the opening of the 
Selebi mine in 1979. Amax and Anglo would be willing to provide BCL with 
the funds necessary to complete Phase I but might want to set a limit 
(e.g. Rand 6.5 million) on the amount they would be willing to provide 
to ensure the completion of Phase II. 

5. Issues: The_ revised mining plan, the shortening of the estimated 
life of the mine, and the substantial increase in the cost of the mining 
project had implications for the underlying security of the Bank's loan 
for the infrastructure project which matured in the year 2000. Therefore, 
Mr. Lejeune's memorandum recommended that the Bank staff be authorized 
to negotiate additional safeguards for the Bank. In particular, he 
recommended that: 

(i) 

(ii) 

(iii) 

The description of the mining project in the Bank's 
Loan Agreement be amended to permit the deferred 
development of the Selebi mine and that the obliga­
tion of Amax and Anglo to the Bank to provide funds 
to BCL to complete the mining project be revised to 
ensure that they had an unlimited obligation to pro­
vide to BCL all of the funds necessary for BCL to 
complete both Phase I and Phase II. 

The Bank's Guarantee Agreement previously negotiated 
with Amax and Anglo be revised to prevent BCL from 
repaying subordinated shareholder loans to Amax and 
Anglo until two years after completion of Phase I 
except by agreement of the Bank and Kreditanstalt 
fUr Wiederaufbau (KfW), the major creditor of BCL. 

The Bank Loan and Guarantee Agreements be revised 
to ensure that the last repayment of the Bank loan 
would fall vlithin the shortened estimated life of 
the mining operation. To accomplish this result, 
the following three alternative methods were sugges­
ted: 

{a) shorten the final maturity date of the Bank 
loan to 1993 now and retain the present clause 
in the Guarantee Agreement which provided for 
shortening of the Bank loan in the future if 
the Bank and BCL agreed (or an arbitrator 
decided) that the mining operation would be 
exhausted prior to 1993; 
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(b) leave the final maturity of the Bank loan at 
2000 but revise the present clause in the 
Guarantee Agreement so that the Bank could 
at its absolute discretion shorten the loan 
in the future if it believed the mines would 
be exhausted prior to the final maturity of 
Bank loan; or 

(c) shorten the Bank loan now so that the final 
maturity date is 1993 but provide for a 
lengthening to 2000 in the future if the 
mining company proved to the Bank's satis­
faction that the mines would not be exhausted 
prior to the year 2000. 

6. Discussion of recommendation (i) : The meeting noted that: 

(i) Although BCL had an unqualified obligation to open 
both mines, the issue was whether the obligation 
of Amax and Anglo to provide funds to BCL for this 
purpose should be unlimited in amount. The Indus­
trial Projects Department expressed the view that 
it could accept a limited obligation (e.g. Rand 8.5 
million) to provide funds to complete Phase II. 
However, under the original mining plan both mines 
were to be opened at the same time, and Amax and 
Anglo had an unlimited obligation to provide funds 
to open the mines and start up all necessary surface 
facilities. It was generally agreed that the same 
unlimited obligation should apply when the opening 
of one of the mines was deferred. 

7. Discussion of recommendation (ii): The meeting noted that: 

(i) Since shareholders' advances were repayable only 
out of funds othenvise available for dividends and 
only after liquidity tests were satisfied, several 
members questioned whether it was necessary to limit 
the repayment of shareholder advances at all. 

(ii) According to the Industrial Projects Department, the 
revised financing plan and the proposed construction 
schedule were tight and there were important unre­
solved technical questions concerning the capacity 
of the smelter to handle the increased throughput, 
all of which could lead to additional cost overruns. 
In addition, reference was made to the uncertain future 
of the markets for copper and nickel and to the normal 
start-up difficulties in a complex project of this 
kind . Because of these factors, the Industrial Pro­
jects Department had concluded that, even though the 
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Bank did not lend directly to BCL, BCL should not be 
permitted to repay shareholder advances without the 
Bankws consent until two years after the completion 
of Phase I, so as to give the Bank an opportunity 
to make sure that the mining project was working 
properly. 

In addition, BCL should retain cash to finance the 
opening of the Selebi mine and the restriction on 
repayment of shareholder advances was therefore 
necessary and justified to assure the availability 
of funds for this purpose. 

Since such a restriction alone would not adequately 
protect BCL's cash position as long as BCL was per­
mitted to pay dividends, a restriction on dividends 
was proposed. It was noted that KfW, the major lender 
to BCL, had not placed any substantial restrictions 
on the payment of dividends. Therefore, in order to 
protect the Bank, it was generally agreed that the 
Bank should have the power to prevent payment of 
dividends as well as repayment of shareholders' 
advances until tt-10 years after the completion of 
Phase I and that the Bank should have the pot..rer to 
prevent payment of dividends as well as repayment 
of shareholders' advances until two years after the 
completion of Phase I and that the Bank should insist 
on such a pmv-er even if KfW decided not to insist 
on a similar right. 

8. Discussion of recommendation (iii): The meeting noted that: 

(1) The effect of shortening the maturity of the Bank 
loan would be to require renegotiation of the Sub­
sidiary Loan Agreement between Botswana Government, 
the Water Utilities Corporation (WUC) and the Botswana 
Power Corporation (BPC) and the Water and Power Agree­
ment between BCL and W"tJC and BPC. If satisfactorily 
renegotiated, water and power rates should remain the 
same but the yearly power bills to BCL would increase 
due to the fact that a larger amount of power and water 
was consumed during each year. Since the unit rate 
should remain unchanged, it was felt that BCL should 
not object to the shortening of the maturity of the 
Bank' s loan. · 

(ii) The objective of shortening the life of the loan was 
to ensure final repayment of the loan before the mines 
were exhausted. It was agreed, however, that the Bank 
could accept a provision for lengthening the loan in 
the future if additional ore reserves were proven to 
the Bank's satisfaction. 
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Revising the Guarantee Agreement so that the Bank 
could shorten the maturity of the loan at its dis­
cretion if it believed the mines would be exhausted 
prior to the maturity of the Bank loan (alternative 
(b) in 5 (iii) above) would be a difficult clause 
to reach agreement on, and even more difficult to 
implement. 

9. Decision: On the basis of paras. 6-8 above, it was decided: 

(i) 

(ii) 

(iii) 

to approve Mr. Lejeune's recommendation (i) in para. 
5 above; 

to strengthen recommendation (ii) in such a way that 
the Bank could unilaterally prevent BCL from paying 
dividends and repaying subordinated shareholder loans 
to Amax and Anglo until two years after the completion 
of Phase I of the mining project; and 

to accept either of alternatives (a) or (c) in recom­
mendation (iii) . 

Dag F. tvittusen 
Secretary 

~~iehuss/D~~ittusen:as 

Cleared by: Messrs. Cope 
Bailey 
Chadenet 
Fuchs 
Lejeune 
Scott 

cc: Loan Committee 
Participants 
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ME!:IORANDUM TO THE LOAN CONMITTEE 

India - Mysore Agricultural Credit Project 

1. The Committee is requested to consider, without meeting, the 

attached memorandum dated November 2, 1971 from the South Asia Depart-

ment, entitled "India- Mysore Agricultural Credit Project" (LC/0/71-115). 

2. Comments~ if any, should be sent to reach Mr. TI1omas (ext. 2294) 

by 5:00 p.m. on Friday, November 5. 

3. It j_s pl3n:~.ed then, if the Committee approves, to inform the 

Government that the Association is prepared to begin negotiations for 

the proposed credit on the terms and conditions referred to in the 

attached memorandum. 

Dag F. Wittusen 
Secretary 
Loan Committee 
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Memorandum from South Asia Department 

CONFIDENTIAL 

LC/0/71-115 

November 2, 1971 

India - Mysore Agricultural Credit Project 

1. I attach a draft appraisal report entitled "Appraisal of Mysore 
Agricultural Credit Project", recommending that the Association make a 
credit to India of US$40.0 million equivalent for this project. 

Background 

2. This project, which was appraised in March and April 1971, would 
be the sixth in a series of agricultural credit projects in India; five 
others in the States of Gujarat, Punjab, Andhra Pradesh, Tamil Nadu and 
Haryana have been approved by the Association since June 1970; an 
additional project in the State of Maharashtra has been appraised with a 
view to presentation in FY 1972 and consideration is being given to ____ .----
appraising one other such project, probably in the State of Vadhya Pradesh, 
later this year. All these projects are aimed at increasing the range and 
amount of institutional credit available to farmers ~nshing to take fuller 
advantage of modern agricultural technology; this opportunity for lending 
was identified in 1968 by an IDA mission which, v-1i th assistance of the 
FAO/IBRD Cooperative Program, reviewed agricultural credit institutions 
and farm investment requirements in selected areas of India. 

Bank/IDA Lending Program 

3· During the current fiscal year, three credits to India totalling 
US$64.0 million (Pochampad Irrigation, Cochin Fertilizer and Grain Storage) 
have already been approved. In addition to the present project, a US$9.0 
million credit for Gorakhpur fertilizer expansion project and a US$75.0 
million credit for railways are expected to be presented during the 
October/December quarter, bringing the total to US$188.0 million by the end 
of this calendar year. A Bank loan of US$60 .0 million for ICICI was­
presented to Directors on October 26. In keeping with the Government of 
India's ( GOI) err:phasis on improvements in agriculture, the lending program 
for the balance of the year includes US$62.5 million in this and related 
sectors - US$30.0 million for agricultural credit in Maharashtra, US$12.5 
million for wholesale markets in Bihar and US$20.0 million for Nangal 
fertilizer. A further US$247 .0 million is envisaged for family planning 
(US$12.0 million), industrial imports (US$75.0 million), shipping US$80.0 
million), a first credit to the Industrial Development Bank of India 
(US$20 .0 million) and power transmission (US$6o .0 million). A copy of the 
current edition of the five-year lending program is attached. 
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4 • The April 1971 economic report on India (SA-25a dated May 11, 
1971) described the continuation of many of the encouraging trends 
observed in the previous year 1 s report - in particular the further growth 
of exports and agricultural production. It notes, however, that net aid 
receipts have fallen to a level lower than at any time in the past decade 
and are less than one-third of the peak reached f'i ve years ago. This 
fact represents an important potential constraint on future growth and, 
already, the resulting shortage of resources has been reflected in a 
shortfall of investment co~ared to the planned level which seems to be 
the bare minimum required if India is to achieve a tolerable rate of 
growth. Since the economic report was vn'itten, an additional burden has 
been placed on Indi~ 1 s financial resources by the inflttx of refugees 
from East Pakistan; the budgetary costs of caring f'or the refugees 
(estilnated at over US$700 mi.U"tan in the current fi.sca1' year) might 
nell f orce the Government to reduee development e..'\."'Penditu.res unless s ub­
sta.xl.tial interna.tion..s.l assistance i.s forthcoming (on.J.¥ about U~200 
mill.ion pl-edged so far)o Indi.ats need fo-r substantial uid on concessionary 
terms continues - and has become even more pressing o 

Projec~ Description 

5. Most of the proceeds of the credit would be lent to farmers for 
on-farm investments in minor irrigation, land levelling and mechanization 
through the Agricultural Refinance Corporation (ARC), the Mysore State 
Land Development Bank (LDB) and its federated Primary Land Development 
Banks (PLDB) as well as through selected commercial banks (c..s in earlier 
credits, the participating commercial banks would be required to accept 
the same terms and conditions of lending to farmers as the LDB) • In · 
addition, the project would include financing for well-drilling and earth 
moving equipment and two types of consul tancy services - (a) advisers to 
the State Groundwater cell to set-up and assist in the implementation of 
detailed geologic and hydrologic studies and (b) specialists to work 
specifically on the problems of salinity and water-logging being 
encountered in areas of heavy textured soils as a result of irrigation. 
As in the other agricultural credit projects in India, ARC would assume 
the main responsibility for supervision of the proposed project. The 
Borrower would be GOI, which would relend the credit to ARC which would 
repay about 70 percent after nine years at an interest rate of 4-3/4 per­
cent per annum and the balance after fifteen years at an interest rate of 
94 percent per annum. ARC would refinance at &2 percent per annum the 
loan operations of agreed participating banks. Loans to individual 
borrowers would be at 9 percent interest, repayable generally over a 
period of up to ten years but extending to 15 years in the case of loans 
for land reclamation to small farmers. 

6. The appraisal report estimates the total cost of ~"'le project at 
US$70 .4 million equivalent. The proposed Association credit would finance 
the total estimated foreign exchange cost of US$20.6 million and approxi­
mately 40 percent of local expenditures. 
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Benefits 

7. The appraisal. report estimates that the proposed investments 
would irrigate and lead to an increase in cropping intensity on 142,000 
ha, of which 50,000 ha would also benefit by the use of tractors to be 
supplied under the project. In all, some 36,000 farmers would be able 
to expand their output of food and corn.illercial crops • The annual increase 
in production at full development is estimated at about 192,000 tons of 
foodgrain, 21,000 tons of seed cotton, 44,000 tons of groundnut and 
87,000 tons of vegetables. The economic rate of return is estimated to 
range from 12 percent on dugwell investments to 41 percent on lift 
irrigation. Benefits to the farmers vrould also be high with financial 
rates of return estimated at current producer prices to range from 19 
percent to 57 percent for minor irrigation, 28 percent for farm 
mechanization and 59 percent for land levelling. 

Procurement 

8. Procedures for tractor procurement would follow those established 
in other Indian agricultural credit projects. Farmers would choose their 
preferr.ed model after being awraised of unit prices offered by eligible 
suppliers for bulk orders at varying quanti ties • Eligible suppliers and 
models would be restricted to those manufacturing or approved to manu­
facture tractors in India. The Association would disburse only against 
imported tractors. The number of eligible suppliers is now eleven 
(including dealers representing suppliers in the U.s., U.K., Germany and 
Japan), but some additional applications for licenses to manufacture are 
pending and other suppliers may therefore become eligible before procure­
ment is completed. This arrangement provides adequate competition along 
with sufficient specialization to encourage maintenance of proper service 
facilities. 

9. 1rlell drilling equipment {including bits) and earthmoving equip-
ment (with spare parts) would also be procured through international 
competitive bidding. Some of this equipment is manufactured in India, but 
the Government acknowledges that the supply is inadequate for current 
needs • Procurement arrangements will be on the usual basis of a nominal 
(i.e. negative) "preference" for domestic suppliers at the level of 15 per­
cent despite the fact that India currentlY imposes a minimum across-the­
board tariff of 30 percent, equivalent to a foreign exchange tax. I do 
not expect the GOI to ask that these items be reserved for procurement 
from domestic suppliers, but if any item were to be so reserved, we would 
reduce the amount of the credit accordingly. 

Rehabilitation of Lending Institutions 

10. The five earlier agricultural credit projects were in States 
with comparatively strong cooperative lending institutions, the financial 
viability of which was never in doubt. Such institutions in Mysore, how­
ever, although organizationally well structured, suffer from a history of 
consistently poor collection records, as indeed do the cooperative banks in 
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most ot the other four States in which similar projects are now contem­
plated. It was clear during appraisal that a new approach had to be 
formulated (concentrating on the rehabilitation of the lending institu­
tions) and that assurances of considerable improvement in collection 
performance and in financial strength would be necessary, if a soundly 
conceived project was to proceed. 

11. The appraisal report outlines a number or recommendations which 
have been further elaborated by a mission, consisting of the leader of 
the original appraisal mission and the loan officer concerned, to the 
State after the green cover report was printed. The mission received a 
number of satisfactory assurances and commitments which are described in 
the follo1dng paragraphs: these modifications, and the several reserva­
tions which I express, have been discussed with the Agriculture Projects 
Department; and we have agreed on the tactics outlined and the degree to 
which the various recommendations should be pursued during negotiations. 

12. The appraisal report recommends, as a prerequisite to negotia-
tions, that a reorganization of the LDB, acceptable to IDA, be imple­
mented .and that necessary measures be taken to ensure the financial 
viability of the LDB and of a sui'ficient number of PLDBs to ensure 
adequate project implementation. Since the mission was in India a 
detailed plan for the LDB reorganization has been finalized and written 
commitments by the State government have been received confirming its 
support of the program and the provision of the necessary funds. 

lJ. The rehabilitation program, which has already been initiated 
and partially completed,consists of three phases, the essential details 
of which are: 

(a) Phase I - The determination of PLDBs to be eligible 
under the Scheme: The appraisal report recommends that 
no bank with a collection rate of less than 75 percent be 
allowed to participate in the project. The first step, 
therefore, was to determine the number of PLDBs which 
would be eligible or which could be rehabilitated within 
a reasonable period and whether these would be adequate 
for project implementation. A vigorous collect ion effort 
over the last three months of the 1970/71 financial year 
(April-June 1971) has resulted in a considerable improve­
ment in the overdues position conpared with that at the 
time of appraisal. As at June 30, 1971, the LDB had a 
recovery rate of 75 percent, and the overall average for 
PLDBs was 62 percent (co:rr.pared with 71 percent and 53 per­
cent respectively at the time of appraisal). 
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A subsequent detailed analysis by ABC and the LDB 
shows that of a total of 170 PLDBs, 153 are in project 
areas and of these 50 have overdues of 25 percent or less 
{compared w.i.th only half as many banks at appraisal) and 
are considered acceptable channels £or project lending. 
Of the remaining 1 03 project area PLDBs, 12 have overdues 
exceeding 50 percent and are not amenable to immediate 
reha.b:nttation. The rehabilitation program would, 
therefore, initially be limited to 91 PLDBs ('With over­
dues between 25 and 50 percent), of which 50 are expected 
to be rehabilitated (see sub-paragraph (b) below) by 
April 1972 and the remaining 41 by October 1972. This, 
together w.i.th participation by selected connnercial banks, 
should provide an adequate framework for project lending. 
Since 100 (or some 70 percent) of PIDBs in project areas 
are either already acceptable or 'will have been rehabili­
tated by the likely effective date (April 1972), there 
will be adequate coverage of the lending area for the 
cO!lliilencement of the project. A team .from the Agricultural 
Credit Division of the Reserve Bank of India (RBI), in 
collaboration with ARC, is in the field surveying all 91 
PLDBs to determine their precise organizational require­
ments, both financial and managerial, and it is antici" 
pated that by November 1971 at least 1 0 PLDBs 'Will have 
been rehabilitated, giving a total of 6o viable PLDBs 
the proposed negotiating date. Phase I has, therefore, 
been completed and Phase II commenced. 

(b) Phase II - The Rehabili~tion Program: In order 
to bring the 91 PLDBs within the proposed criteria of 
acceptability £or project participation, "chronic" overdues 
(i.e. those deemed irrecoverable, outstanding for three or 
more years, resuJ. ting from non-productive lending such as 
debt redemption and certain other general lending categories) 
will be taken out of the balance sheet and transferred to 
a 1below the line' suspense account. Where such restruc­
turing affects the viability of the primary banks, a 
capital injection in the form of redeemable equity will be 
provided by the State government. Sufficient evidence is 
forthcoming from the analysis of overdues already under­
taken to offer assurances that such treatment will result 
in virtually all the 91 banks achieving an overdue leve1 
of 25 percent or less. The overdues so treated will 
remain collectable and, as recovered, l':rill be used to 
11 retire" the share capital contributed by the State 
government. The sum involved is calculated at about 
Rs. 7 million, which the State government has undertaken 
to provide from .funds originaJ.)¥ budgeted for well. 
subsidies 'Which are to be removed. The financial 
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assistance to be provided will be contingent upon the 
agreement of the banks to appoint managerial. and other 
staff found necessary by the RBI survey, such staff to 
be officers of the LDB. Financial assistance to this 
end will also be forthcoming from the State government. 
Where serious lapses m management are diagnosed, the 
Registrar of Cooperatives will take legal action to 
appoint the apex LDB as Administrator 

(c) Phase Ill - Measures to a void recurrence of the 
overdues position: Plans have also been formulated to 
:ilnprove the overdues position overall, ovc:r and above the 
25 percent level, which is regarded as only a first, 
interim benchmark. The enhanced collection effort of the 
last few months, the resul.ts of which are recorded in 
paragraph 13(a) is to be sustained. Coercive action 
regarding overdues iS being taken on a State-w.i.de basis 
and., to date in this financial year, crop attachment 
orders have been enforced in as many as 30,000 cases. 
To ensure a continuation of this effort at the proper 
level, it is proposed that any rehabilitated PLDB which, 
dur:ing the life of the project, falls below the 
requisite collection level of 75 percent should be dis­
qualified fran further refinancing under the project. 
Such action would only be taken on the advise of the 
ARC in consultation with the Association. The 12 PLDBs 
excluded from the present rehabilitation program will 
be the subject of a longer-ter.m program to be formulated 
by ARC and the LDB • 

14. The success of such a program clearly depends very largely on 
the ability of the LDB to provide the necessary staffing. An existing 
pool of 127 trained officers, together with 50 now being tramed, and 
fUrther training arrangements should suffice to meet forseea.ble staffing 
cOlTlllli tments • 

15. These arrangements represent a positive and realistic approach 
to the problems of the LDB in Mysore and also to the general problem now 
facing the IDA program for lending to agricultural credit institutions in 
India as we approach State~ with less and less satisfactory cooperative 
credit systems. Much depends on the roles to be played by the ARC/RBI 
and the State governments but, in Mysore, these institutions have already 
demonstrated their readiness to contribute to a meaningful rehabilita­
tion program. The RBI team which undertook the analysis of primary 
banks was in place within tw·enty-four hours of the mission suggest:ing 
that such an analysis was an essential component of the scheme; and the 
State government committed its financial support without hesitation. 
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The extent of the various problems mvolved 'Will vary m other States 
and, no doubt, the same cooperation may not always be extended, but the 
treatment of the problem as evolved so far :in the Mysore project is 
undoubtedly capable of application in other States. In this respect, 
the present project represents a breakthrough which could be instrumental 
in achieving a much greater geographical spread of agricu1tural credit 
l.ending in India than was thought possible a few months ago. One 
alternative, i£ similar projects are to be realized, is a greater emphasis 
on commercial bank participation (and, indeed, this appears to be one 
of the motives for nationalization of these banks in 1970); but at the 
present stage of commercial bank development in the rural areas of India, 
the paucity of rural branches, the lack of experience in cgricu1tural. 
investment, the shortage of professional appraisal staff etc., ~ 
limited use of these institutions is practicable. 

Issues 

16. Progress t-li th rehabilitation: We propose to make the rehabili-
tation of the first 5o banks a condition of effectiveness of the credit 
bringing the total of eligible PLDBs to 100 (para. 4.1,5(a) ). The 
alternative course of action, which would, admittedl.y, provide a greater 
degree certitude that the rehabilitation program was being suecessfully 
implemented, would be to make its completion a condition of Board 
presentation. We are satisfied, however, that the process is being 
implemented properly and at a satisfactory rate. The first 10 banks 
should be restructured by the time negotiations commence; funds and staff 
are available; and a coordinated and intensive effort is underway, 
:involving not only the State government and LDB but also RBI and ARC. 
The condition will include the presentation of the FY 1 971 balance sheets 
and overdue positions of the rehabilitated PLDBs, a detailed analysis 
o£ the overdues transferred to a suspense account, the capital restruc­
turing undertaken and the managerial reorganization which has taken place. 
In view of all the circwnstances surrounding this exercise, including 
the goodwill and cooperation that has already been engendered, there 
appears to be no impediment to its satisfactory conclusion by April 1, 1972, 
the date by which we now ~~ect the credit will become effective. 

17. The ~wointment of banldng experts: A further condition of 
negotiation stipulated in the appraisal report (para. 4.15(b)) is that 
two banking experts should be appointed by the LDB. The State government 
and the IDB have asked that this requirement be made a condition of 
effectiveness and, in view of the need to select these experts with care 
and in consultation w.i..th the ARC and the RBI, this seems a most reasonable 
request, and I recommend that we concur. 

1 8. Consultancy services : In view of the need to set up detailed 
geologic and hydrologic analyses in Mysore, a recommended condition of 
effectiveness is the appointment of two internationally recruited 
consultants - a hydrologist and a hydrogeologist (para. 3.08). In two 
earlier projects in Southern India, Andhra Pradesh and Tamil Nadu, where 
sinlilar problems concerning groundwater exploitation occur, the Association 
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is financing the recruitment of six consultants in disciplines related 
to the exploitation of groundl~ter resources. During the negotiations 
held on the Tamil Nadu project, same discussions centered on the possi­
bility of pooling consul tancy expertise to concentrate on the problems 
of hard-rock areas of the four central/southern States of Andhra Pradesh, 
Tamil N"adu, Mysore and Maharashtra {'tvhere a similar project has been 
appraised and, it is hoped, will be negotiated this year). There are 
geographical and geological similarities, which make a single integrated 
consul tancy team an economical and desirable proposition. In the event, 
nothing concrete emerged from these discussions. During negotiations 
we would explore further the possibility of creating such a team, and of 
incorporating the experts proposed for Mysore. We should also need to be 
satisfied that sufficient additional necessar,y expertise was available 
to 1he team, possibly from the Central Groundwater Board, which is now in 
the process of being established, to ensure that farmers 1 investments in 
groundY1ater are protected by proper evaluation and technical assistance. 
Unless acceptable arrangements for a pool of consultants can be agreed, 
we would insist on the employment of the proposed consultants specific~lly 
for the project. 

1 9. Subsidies on :tnvestment for lift irrigct tion: The appraisal 
report recormnends (para. 3.0~) that the State governiTient should undertake 
to withdraw all subsidies from the financing of lift irrigation schemes 
and to ensure that water charges sufficient to cover the costs of such 
schemes are imposed on beneficiaries. The existing policy provides that 
only 1 percent of the investment costs are derived from share capital 
contribution by members of the Lift Irrigation Co-operative Societies; a 
further 9 percent is supplied through a State government contribution, 
and the State government also provides a grant to cover 30 percent of the 
investment costs. Lending conditions to be imposed under the Credit 
stipulate a do't·mpayment of 20 percent of the cost by the beneficiary, 
which would include his share capital contribution. The State government 
has represented that terms proposed by the appraisal mission are over­
onerous and that the degree of subsidy now provided should be continued. 
In view of the high financial rate of return to be obtained from lift 
irrigation investments (57 percent), however, continued subsidization of 
these schemes seems quite unwarranted. 

20. An acceptable compromise will be sought at negotiations. If it 
can be demonstrated that the majority of beneficiaries would fall into the 
category of small farmers, we would consider the application of con­
cessionary downpayment terms (1 0 percent). We do not think that any solid 
case can be made for a continuation of the large grant element. If no 
such compromise can be reached, it may be necessary to remove this item 
from the project and reduce the amount of the Credit accordingly (i.e. by 
US $1 .2 million). 
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21 • Amendment to the By-Laws of the LDB: A desirable modification 
to the B.y-Laws of the LOB is advocated, as a condition of effectiveness, 
which would enable the organization to appoint and employ, as career 
officers, a managing director and a secretary with sui table banking 
qualifications (para. 7.01 {d) {ii)). The present incumbents are members 
of the Indian Administrative Serv:ice (IAS) who are seconded for fixed 
terms and who, although excellent administrators, have no particular 
banking experience. This practice of seconding IAS officers, or officers 
of the Co-operative Departmepts, to head State LOBs is not peculiar to 
the State of Mysore, but is an all-India policy. The ARC would w~lcome 
the proposed reform, which would provide the expertise and continuity of 
service now lacking and, incidentally, allow some scope for salary 
restruct'\l.rlng to make emoluments more competitive with salaries paid by 
commercial banks, not ~ at the manageriallevel but also for the lower 
eehelons. The State government, however, has reservations which are 
apparently shared by the Center. I£ there is resistance to the measure 
at negotiations, I should be prepared to be flexible and, if necessary, 
to remove the covenant. In view of its signi£icance and possible impact 
on similar agricultural credit projects in other States, we propose to 
raise the matter generally with GOI in any case, and would do so quite 
outside the context of this project. 

22. Subsidiary Loan Agreements between GOI and ABC and ARC and LDB: 
These Agreements formalize the refinancing relationship between the GOI, 
ARC and the LDB and set out the terms and conditiona of on-lwdin,s. 
Well-established precedents stemming from earlier Credits exist and the 
execution of the Agreements has become a matter of routine. However, 
there has been some inconsistency in their treatment in earlier Credit 
documents; in some, their execution has been made a condition of effective­
ness and in others, it has not. Experience has shO'wn that their execution 
prior to effectiveness is an unnecessary stipulation which, for purely 
administrative reasons, can r:'lLkc costly and unnecessary delays in effective­
ness. IDA funds could not, in any case, be disbursed without a satis­
factor:y agreement being c cncluded bettr1een these parties. I propose, 
therefore, that in this Credit, contrary to the recommendation :in the 
appraisal report ( para. 7.01 (c) (iii)), the execution of the Agreements 
should not be a condition of effectiveness. 

Recommendation 

23. Subject to the views of the Connnittee and 'With the reservations 
expressed above, which are largely on questions of tactics and do not :in 
any way represent disAgreement with the appraisal team on project objectives 
or other matters of substances I recommend that the Borrower be invited 
to negotiate the proposed Credit of US$40 million on the basis of the 
recommendations set out in paragraphs 7.01 and 7.02 o! the appraisal report. 

Attachment 

Gregory B. Votaw 
Deputy Director 
South Asia Department 
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Population: 547 m. (1971 Census - preliminary) 
GNP (1970/71) Per Capita: $90 

INDIA - FIVE-YEAR LENDING PROORAM 

( $ millions) . 
Fiscal Year Total Total Total 

1972 1973 1974 1975 1976 1977 1964-68 1969-73 1974-77 

Agric. Credit - Myso re IDA 40.0 
Agric. Credit - Maharashtra IDA 30.0 
Agric. Credit - Uttar Pradesh IDA 25.0 
Agric. Credit - Bihar IDA 30.0 
Agric. Credit - Punjab II IDA 30.0 
Agric. Credit - Madhya Pradesh IDA 30.0 

Irrigation - Pochampad IDA 39.0 
Irrigation - Tawa ·IDA 43.0 
Irrigation - Jayakwadi IDA 20.0 
Irrigation - Pamba IDA 15.0 
Irrigation - Krishna IDA 30.0 
Irrigation - Kuttiyadi IDA 5.0 

Grain Storage IDA 5.0 
Bihar Marketing IDA 12.5 
Apple Processing IDA 9.0 
Lake Chilka Fisheries IDA 10.0 
Agric. Unidentifie-d IDA 25.0 
Agric. Unidentified (7 projects) IDA 165.0 
Agric. Unidentified (10 projects) IDA 270.0 
Agric. Unidentified (10 projects) IDA 270.0 
Agric. Unidentified (10 projects) IDA 270.0 

Telecommunications V IDA 40.0 
Telecommunications VI IDA 40.0 
Telecommunications VII IDA 40.0 
Telecommunications VIII IDA 4o.o 
Telecommunications IX IDA 40.0 



INDIA - FIVE-YEAR LENDING PROORAM 

($ millions) 
Fiscal Year Total Total Total 

(Continued) 1972 1973 1974 1975 1976 1977 1964-68 1969-73 1974-77 

Education - Agric. Universities IDA 20.0 
Education Unidentified IDA 20.0 

DFC - ICICI IX IBRD 60.0 
DFC - ICICI X IBRD 5o.o 
DFC - ICICI XI IBRD 50.0 
DFC - IDBI IDA 20.0 

Fertilizer - Cochin IDA 20.0 
Fertilizer - Nangal IDA 20.0 
Fertilizer - Gorakhpur IDA 9.0 
Fertilizer - Tata IBRD 25.0 
Iron Ore - Marcona IDA 40.0 

Industrial Imports VII IDA 75.0 
Industrial Imports VIII IDA 75.0 
Industrial Imports IX IDA 75.0 
Industrial Imports X IDA 100.0 
Industrial Imports XI IDA 100.0 
Industrial Imports XII IDA 100.0 

Industr.y - Unidentified IDA 20.0 
Industr,y - Unidentified IDA 20.0 
Industr,y - Unidentified IDA 20.0 
Industr.r - Unidentified IDA 20.0 
Industr,y - Unidentified IDA 20.0 

Family Planning IDA 12.0 

Power Transmission III IDA 60.0 
Power - Unidentified IDA 15.0 
Power - Unidentified IDA 60.0 
Power - Unidentified IDA 60.0 
Power - Unidentified IDA 60.0 



(Continued) 

Water Supply - Bombay 
Water Supply - Unidentified 
Water Supply - Unidentified 

Shipping I 
Shipping II 
Highways II 
Rail ways XI 
Transportation - Unidentified 
Transportation - Unidentified 

Tourism - Unidentified 
Tourism - Unidentified 

Unallocated 

Note: the IDA lending program 
is to be adjusted to --

INDIA - FIVE-YEAR LENDitll PROGRAM 

IDA 
IDA 
IDA 

IDA 
IDA 
IDA 
IDA 
IDA 
IDA 

IDA 
IDA 

IDA 

IBRD 
IDA 
Total 

No. 

~$ millions~ 
Fiscal Year 

1972 1973 1974 1975 1976 1977 

30.0 
15.0 

15.0 

8o.o 
80.0 
30.0 

75.0 
45.0 

55.0 

10.0 
10.0 

20.0 so.o 

60.0 75.0 so.o 
497.5 607.0 375.0 555.0 555.0 540.0 
557.5 607.0 450.0 555.0 605.0 540.0 

15 21 15 18 17 15 

375.0 375.0 375.0 540.0 540.0 540.0 

Total 
1964-68 

159.0 
591.0 
750.0 

11 

Total Total 
1969-73 1974-77 

140.5 125.0 
1,727.9 2,025.0 
1,868.4 2,150.0 

51 65 

1,373.4 1,995oO 
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LC/0/71-114 

November 1, 1971 

Memorandum fram the Central America and Caribbean Department 

TRINIDAD AND tOBAGO - Proposed Loan to the Trinidad and 
Tobago Development Finance Company 

Introduction 

1. Attached for consideration by the Loan Committee is Appraisal 
Report No. DB-83 recommending a Bank loan of $2 million to the Trinidad 
and Tobago Development Finance Compaqy (TTDFC). 

2. The Bank has so far made six loans to Trinidad totalling $49.4 
million (net of cancellations). Almost one-half of this has been lent 
in two operations for power (the first $21.4 million loan was guaranteed 
b.Y the United Kingdom), the rest for education (20 percent), roads (17 
percent), agriculture (10 percent), and a population project. 

3. Implementation of Bank-financed projects on the whole has 
started out with considerable delays. But so far, eventual execution has 
been satisfactor,y. Serious difficulties arose initially on the agri­
cultural {Crown Lands settlement) project, but these have been largely 
overcome through government action. Extensive delays on the highway 
project were due largely to the unsatisfactor.y work and collapse of the 
consultant firm which was replaced in 1969. At present construction work 
is proceeding satisfactorily, but there are still del~s in the execution 
of studies for new highways. 

4. Two projects are under advanced preparation: a port improvement 
loan which we expect will lead to a lending operation in FY 1972 and a 
second education loan foreseen for FY 1973. The Five-year Operations and 
Lending Program (FY 1972-76) is attached. 

Economic Situation 

5. The economy of Trinidad and Tobago is characterized by a heav,y 
dependence on the oil sector, a low rate of growth of agricultural output, 
considerable immigration into the urban areas of Port-of-Spain, and a high 
unemployment rate of about 14 percent of the labor force. However, the 
outlook for the economy has substantially improved as a result of the 
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discover.y in the last two years of important oil and gas fields off the 
east coast of Trinidad: A.J.VJOCO, a subsidiary o£ Standard Oil Company of 
Indiana, plans to produce some 50,000 barrels a day {b/d) by the end of 
1971 (about 40 percent of Trinidad's present production), and there are 
good prospects for this output to increase to l00,000-150,000 b/d by 
late 1972. As a result, total crude oil output would increase from 
140,000 b/d in 1970 to around 300,000 b/d in 1973. As to gas, AMOCO has 
confirmed sufficient reserves to produce 500 million cf/day for about 
20 years and plans are being prepared for a large liquefied natural gas 
venture oriented to the U.S. market. The Government has approached the 
Bank and IDB for financing part of the venture. However, we have not yet 
received the necessary information to determine whether Bank involvement 
would be justified. 

6. On the domestic front, the Government has made substantial 
efforts to cope with some of the grievances which gave rise to the civil 
disorders of April 1970. In 1970, the Government purchased the Trinidad 
branch of the Bank of London and Montreal and acquired a majority holding 
in C.ARONI, 1 td., the largest sugar producer on the island. At the same 
time an employment-creating public works program was started. The result 
of these initiatives was a substantial increase in central government 
capital expenditures, since the acquisitions were paid for in cash, and 
a concomitant central government budget deficit, financed in large part 
with Central Bank credit. As imports rose in the face of stagnant ex­
change earnings, Central Bank foreign exchange reserves fell by one­
quarter in 1970. 

7. The political climate is outwardly calm but still potentially 
disruptive. The state of &~ergency declared during the April 1970 disor­
ders was lifted in November 1970. Prime ~1inister Eric Williams retained 
control of the Government in the elections of May 24, 1971, when his party 
captured all the seats in Parliament in the face of an election boycott 
by the leading opposition party. To some extent, national participation 
and a more tolerant Government attitude to the opposition have calmed 
political tempers. Further Trinidadian participation in foreign fir.ms 
can be expected, and in order to widen its political base, the Government 
has announced a reform of labor laws. Nevertheless, despite outward 
stability, the political prospects of Trinidad for the medium-term future 
remain uncertain since the political life is unlikely to express itself 
primarily in the Parliament which does not have an opposition party. 

8. After months of labor unrest, culminating in violence and the 
stoppage of work on the countr,y 1s major construction site - a desulphuri­
zation plant at the Texaco refiner.y - the Government declared a state of 
emergency on October 19, 1971. The most powerful union leader, Mr. Weekes, 
head of the oilfield workers trade union, was immediate~ put in custody 
together with about ten senior union officials. (Mr. Weekes had been one 
of the principal organizers ·during the 1970 disorders). No significant 
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support to the oilfield workers union has been reported since the arrest 
of 1-1r. vleekes. The Govermnent is no'tv seeking to have the work on the 
Texaco construction site resumed, thus ensuring the employment of about 
2,000 people. 

9. With additional oil output to start flowing late 1971, the growth 
of real GDP - which on the basis of preliminar.y estimates, was about 3 
percent in 1969 and 2 percent in 1970 - can be expected to improve to an 
average of about 5 percent in the next five years. At present the Govern­
ment is negotiating with the oil companies new reference prices to bring 
them in line with those prevailing in the OPEC countries (Trinidad is not 
a member of OPEC). With the additional income from higher reference prices 
and from the new investment in oil and gas, government revenues should 
resume growth and thus make it possible that fiscal management will return 
to the sound state of affairs which has characterized Trinidad in recent 
years. With a relatively low debt service ratio of less than 5 percent 
of export proceeds (net of imported crude and factor p~ents of oil 
companies) and the now much improved balance of p~ents prospects, Trinidad 
has ample room for additional borrowing on conventional terms. On the 
other hand, the higher rate of growth will still be insufficient to make 
a significant dent in the unemployment problem over the medium-run. The 
manufacturing sector and tourism will have to pl~ a critical role in 
creating ne¥i ani econoolically sound income and employment opportunities. 

The Project 

10. Following the findings of a Bank ~fission in 1969 that the 
establiShment of a DFC would be desirable for the further development of 
the econo~ of Trinidad and Tobago, Bank staff worked for several months 
with the steering committee that was charged with the task of finalizing 
a proposal for the establishment of the company. A loan proposal of $2 
million, to finance the import component of the TTDFC's operations over 
about two years, was submitted to the Loan Conmittee in April 1970 (W/ 
0/70-55). Negotiations of this loan to the compa~, which had not been 
for.mally established, did not take place because of the civil disorders 
late in April 1970. In Ivlay 1970 the Government informed the Bank that 
it had established t he TTDFC and desired to proceed with the proposed loan. 
The Bank, however, told the Government that it would be necessary to 
re-appraise the new institution and its prospects, against the background 
of the April disorder, once i ·ti was a going concern. Y.teanwhile, we kept 
in contact with TTDFC which opened its doors for business in October 1970. 

11. The TTDFC is a private limited company. Of the authorized 
share capital of TT$50 million (US$25 million), TT$4.27 million has been 
subscribed and half of this amount has been paid in. The Government alone 
has subscribed TT$4 million (or 95 percent). The non-government share­
holders are all well-established businesses: banks, insurance, petroleum, 
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manufacturing and construction firms. The Government has stated that it 
will hold not less than 51 percent of the TTDFC 1 s share capital. In 
practice, it is likely to hold a much higher percentage for aqy foresee­
able future. 

12. The Compa~ 1 s Board of Directors consists of eight members, 
including the Chair.man. The TTDFC's Articles provide that the Government 
appoint four director~, the Central Bank one and the private sector three 
once private sector holdings reach 45 percent or more of the Share capital, 
one director for each 15 percent held. The present Board is composed of 
one director appointed by the Central Bank and seven directors appointed 
by the Government. Four of the government appointments are highly respect­
ed businessmen, active in manufacturing, insurance and law. The govern­
ment representatives are the Permanent Secretary of the Ministr.y of Plan­
ning and Development, the Senior Economist o£ the I~nistry of Agriculture 
and the Manager of the Operations Department of the Central Bank. The 
Chairman is a successful insurance executive, capable and energetic, 
taking a ver.y active interest in TTDFC's activities. 

13. TTDFC's Articles of Association and Statement on Investment and 
Operational Policies are in their present form generally acceptable to 
the Bank. The Policy Statement follows the operational policies usually 
adopted by development finance companies which have obtained financing 
from the tvorld Bank Group. 

14. The Government has informed the Bank about an arrangement for 
the division of labor between the TTDFC and the Government's Industrial 
Development Compa~ (IDC), an industrial promotion institution, which in 
the past has provided financing for industries and hotels. In the future, 
IDC will limit financing to small enterprises with maximum loans of 
TT$$0,000 (US$25,000). 

1$. As already pointed out in rnw memorandum to the Loan Committee 
of April 1970, the ultimate success of the TTDFC will ctepend large~ on 
the Company's General l-'Janager. At tha·~ time the Government had indicated 
agreement that the General Manager for the TTDFC, which was about to be 
created, would be an experienced person recruited abroad, at least for 
an initial period of one-and-a-half to two years. vfuen the Government 
decided to go ahead with the TTDFC and to app~ for a Bank loan only after 
the company was a going concer~, it appointed a Trinidadian as General 
Manager. He had previously been Deputy Permanen·t Secretary in the Ministry 
of Finance and had span~ his entire career with the Government. .Although 
he had served on the Boards of several privata enterprises, he had no 
experience either of managing a business enterprise or a financial insti­
tution. He is dynamic and intelligent. Given the opportunity to obtain 
investment experience he should soon develop into a sound and successful 
manager. In the interim he needs to be supported by an advisor whose 



- 5 -

major strength would be in project appraisal and is also experienced in 
all aspects of the operation of a d.fc. The Government agrees. It has 
asked the Bank to find candidates for this position, expressing a pref­
erence for an Indian. The DFC Department is at present using its 
contacts in India for this purpose and expects to contact suitable candi­
dates by the end of October. Presentation of the proposed loan to the 
Board would be made once arrangements for the TTDFC contracting a suitable 
person are assured. A~ significant problem in finding such a person 
could delay Board presentation, tentatively planned for mid-December. 

16. Sinoe the financial forecasts suggest small losses during the 
first two years, we would wish to obtain during negotiations a commitment 
from the Government to make available additional capital/subordinated loan 
funds which lv.ill enable TTDFC to generate sufficient income to eliminate 
these small losses. TTDFC has a sound capital structure and, provided 
that its operations are organized efficiently, it should·have no difficulty 
in servicing the proposed Bank loan. The exchange risk on the proposed 
Bank loan would be carried by the Government. The TTDFC 's interest rate 
of 91~ percent is competitive with rates charged by commercial banks on 
shorter maturity credits. 

17. The appraisal report recommends that Ba~~ approval be asked 
for all sub-loans requiring Bank funds of more than US$50, 000, with an 
"aggregate free limit" of US$0.5 million. Discussions held during 
appraisal and since then indicate that on this point, the TTDFC and the 
Government feel strongly that now that the Compa~ has already been 
operative for a year, the Bank should be able to give the TTDFC a higher 
"free limit". Since the company is new and a close cooperation with the 
TTDFC will be desirable, I concur with the DFC Department that we should 
seek agreement on the limits indicated. 

18. The terms of the proposed loan are those normally applied to 
recent Bank loans to development finance companies, with the exception 
that the TTDFC should be eligible for the concessional treatment in res­
pect of the Bank 1 s commitment charge since the company is just star·ting 
out. 

Recommendation 

19. I recommend that representatives of the TTDFC and the Government 
be invited to negotiate a loan of US$2 million on the terms and corxli tiona 
proposed in the appraisal report. 

Attachment. 

Edgar Gutierrez 
Director 



Population: 1.0 million 
GNP per cap: $S riO 

TRINIDAD AND TOBAGO - 5 IEilR OPERATIONS .AND LENDING PROGRAMS 

(B,y Fiscal Year - Amounts in $ Millions) 

OPERATIONS PROGRAN 1972 1973 1974 1975 

3-TRI-AF-01 Fisheries IBRD 3.0 
3-TRI-DD-01 DFC I IBRD 2.0 
3-TRI-DD-02 DFC II IBRD 2.0 
3-TRI-DD-03 DFC III IBRD 
3-TRI-EE-02 Education II IBRD 8.0 
3-TRI-EE-03 Education III IBRD 
3-TRI-PP-03 Power III IBRD 10.0 
3-TRI-TH-02 Highways II IBRD 9.0 
3-TRI-TH-03 Roads III IBRD 
3-TRI-TP-01 Port of Spain IBRD 5.0 

1964-68 1969-73 1972-76 

IBRD 13.6 32.4 55.0 IBRD 7.0 11.0 11.0 10.0 
IDA IDA 
Total 13.6 32.4 55.0 Total 7.0 11.0 11.0 10.0 - -
No. 2 7 10 No. 2 2 2 1 

Lending Program (3/25/71) 

IBRD 13.6 32.4 37.0 IBRD 10.0 8.0 7.0 6.0 
IDA IDA 
Total 13.6 32.4 37 .o Total ~ 8.0 7.0 6.0 

No. 2 7 8 No. 3 1 2 1 

P & B - 9/15/71 

1976 

3.0 

5.0 

8.0 

16.0 

16.0 

3 

6.0 

6.0 

1 
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International Competitive Bidding for Civil t.Jorks 

1. Attached for your information is a report entitled "Civil Works 
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2. The report is the result of a fact-finding mission to India 

in September, 1971, headed by Mr. Tnalwitz, in response to a decision 

taken by the Loan Committee during its discussion of International 

Competitive Bidding for Civil Works on August 13, 1971 (LC/M/71-10). 
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CIVIL WORKS PROCUREMENT IN INDIA 

1. INTRODUCTION 

1.1 This report presents the findings of a mission consisting of Messrs. 
Davis, Dickerson, De Lauzun (consultant), Kaden, Stone and Thalwitz which was 
asked to assess, as it relates to India, the Bank's requirement for interna­
tional competitive bidding (ICB) for the procurement of civil works. India 
argues that this requirement should not be applied whenever the construction 
industry or departmental forces in a borrower's country are capable of under­
taking the works involved. Attention focused on the issue when the Pochampad 
Irrigation Project (India) was presented to the Board in July 1971. While 
the Board approved, with a slim majority, the procurement without ICB of civ­
il works under that project, it did so only with the understanding that this 
was an exception. which should not set a precedent, and that the Bank would 
submit a general policy paper on the subject for discussion in the Board be­
fore the Board would again be asked to consider a project where similar is­
sues are raised. 

1.2 The misslon was charged with the task of investigating civil works 
procurement in India in particular, since India is the only member country 
for which Bank Group financing of irrigation and highway projects is being 
kept in abeyance pending Board discussion of the issue. However, any solu­
tion worked out with the Government of India would have to be acceptable as 
a general Bank policy equally applicable to all member countries. 

1.3 The mission's approach, as set forth in terms of reference dated 
August 19, 1971 , ~Jas to respond to the arguments put forward by the Govern­
ment of India for rejecting ICB for civil works. The major arguments are 
the following: 

(a) the Bank ~as only recently insisted on ICB for civil works, 
and the strict application of this requirement therefore re­
presents a change from past policy; 

(b) the Indian construction industry is in an infant industry whose 
development would be hampered if exposed too early to for-
eign competition; 

(c) foreign enterprises, if introduced, would employ machine­
intensive methods of construction despite the abundant sup­
ply of labor, and this would result ,in higher cost to the 
economy. 

(d) the best way of guaranteeing labor-intensive execution is 
the present practice of awarding very small individual con­
tracts for works which can be executed by either labor or 
machines. 
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1.4 To assess the validity of the first of these arguments, the mission 
reviewed, at headquarters, Bank Group procurement procedures over the past 
five years for major civil works in general, and for works in India in parti­
cular. The mission also visited India from September 3 to 24 to review: 

(a) the state of development of the Indian civil works con­
struction industry, with particular reference to irriga­
tion and highway projects; 

(b) the circumstances under which the industry operates, in­
cluding Government policies affecting growth . of the in­
dustry, conditions of contract and the availability of 
finance and equipment; and 

(c) the position of the Government of India with respect to 
procurement of civil works, and the rationale for this 
position. 

In India, the mission met .with Government officials and contractors in New 
Delhi and four states (Maharashtra, Madya Pradesh, Tamil Nadu and Andhra 
Pradesh) who, despite the very short notice, were able to provide much use­
ful and pertinent information. The Government made it clear that it wishes 
to continue the dialogue with the Bank on the civil works procurement issue. 

• 
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2. CIVIL WORKS PROCUREMENT UNDER PAST BANK LOANS AND IDA CREDITS 

2.1 Our review of Bank civil works procurement procedures, carried out 
with extensive- assistance of four Projects Departments (Agriculture, Educa­
tion, Public Utilities and Transportation), covered 174 projects, each of 
which contained a civil works element of at least US$3 million. The results, 
shown in detail in Annex I, demonstrate that ICB has been the predominant 
form of civil works procurement under past loans and credits, with local com­
petitive bidding and. construction by departmental forces (force account) 
being used for only an insignificant portion of civil works under Bank/IDA 
projects. Of the civil works, totalling about US$4,452 million, in the proj­
ects considered, 93% or US$4,126 million were subject to ICB requirements 
in the loan and credit documents. 

2.2 In the majority of cases where civil works were to be procured 
through local competitive bidding or force account, we found the exemptions 
were justified since the particular works were unlikely to attract the in­
terest of potential foreign bidders, and could more economically be executed 
by local contractors or departmental forces. Into this category fell works 
that were individuaily small, geographically dispersed or in remote areas 
and therefore not easily grouped into larger packages attractive to foreign 
bidders. While application of criteria for exemption from ICB does require 
an element of judgment, the small portion of civil works which have been 
exempt is evidence that the Bank does provide the potential foreign bidder 
with a chance to manifest his interest, and excludes him a priori only when 
it is reasonably certain he would not be interested. 

2.3 This is not to say that ICB necessarily assures that a foreign bid­
der will be awarded the cont~act. On the contrary, the results of our review 
demonstrated that ICB is compatible with extensive participation by the local 
construction industry. Procurement has been completed for about half the 
civil works elementa submitted to ICB (totalling about US$2,266 million); of 
these awards, about 52 percent (amounting to about US$1,184 million) were won 
by local contractors. If works awarded after local competitive bidding and 
those executed by force account are added, purely local participation amounted 
to 58 percent of total procurement. Joint ventures between local and foreign 
firms accounted for another 8 percent. In several countries where only ICB 
has been used for Bank projects, local contractors have won all contracts. 

2.4 While, then, the Bank has not deviated from the principle of ICB 
for civil works, India's feeling that the Bank is hardening its attitude on 
civil works procurement is understandable. This is so s imply because the 
Bank has not, except for some major bridges under the 1961 highway project, 
insisted on ICB for civil works procurement for any project .before Pochampad, 
but is doing so now for several irrigation and highway project in the lending 
program. The explanation, however, is found in the nature of civil works 
which were to be procured. 

2.5 For irrigation in India, it has been the Bank's policy to encourage 
the completion of ongoing projects in order to realize the benefits from the 
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investment in partially completed facilities. The projects were related to 
works which had been started by state governments and on which completion was 
lagging. Construction of the major structures, by departmental forces or lo­
cal contractors, was fairly well advanced, and items remaining to be procured 
were too small to be attractive for foreign bidders. Bank financing under 
these projects was generally for the procurement, under ICB, of imported 
equipment and materials needed to expedite project completion, plus local cur­
rency financing to assist in meeting the cost of work performed by department­
al forces or local contractors. 

2.6 It is possible to look back on past projects· in India and conclude 
that the Bank's judgment on the suitability for ICB may have favored local 
bidding in some cases. One could argue, for instance, that the very strictest 
application of existing criteria might have concluded that ICB was suitable 
for elements of both the Kadana and the Shetrunji irrigation projects. The 
Bank/FAO preparation mission of 1969 for the Kadana project had assumed ICB 
would be required for the lining of 12 km of the Nadiad branch canal at a 
cost of US$2.6 millioh. The works, however, were limited to reshaping of 
the canal prism, lining it with clay brick and tile, and reconstructing 
structures. Also, the work could only be carried out when the canal was not 
in operation, about seven months each year, and would therefore require about 
three construction seasons. Foreign interest under these circumstances is, 
we think, debatable. On the Shetrunji project, construction had not started 
on the 90 km long, 425 cfs Left Bank Canal at the time of appraisal. The 
appraisal report noted only that: "Canals would be lined in all cases where 
soil conditions require ••• ". In view of the limited capacity of the canal 
and the question as to the amount of lining, if any, involved, the interest 
of this work to international bidders is also debatable. Similarly, in the 
1961 highway project, some road construction works might h~ve been suitable 
for ICB, but here again, the possibility of foreign interest was open to 
question. 

2.7 Although the emphasis is still on ongoing projects, the critical 
point for the Pochampad project as well as for a number of projects under 
preparation is that it simply cannot be argued, even with the most liberal 
interpretation, that none of the works are suitable for ICB. Bank policy 
has not shifted; rather, projects being prepared by India contain, for the 
first time, civil works elements still to be procured which are by existing 
criteria unquestionably suitable for ICB. Annex II describes the future ir­
rigation arid highway projects in the lending program as well as past irriga­
tion projects, and explains the actual or proposed procurement procedures 
under them. It is our preliminary judgment that in the next six irrigation 
projects 1/ and the second highway project, civil works amounting to about 
US$140 million would be suitable for ICB. The amount ·suitable for ICB is 
likely to decrease substantially, possibly to US$80 million, however, if 
Bank consideration of these projects is postponed, since the Government is 
proceeding with project preparation and is likely to have let many of the 

!/ Tawa, Pamba, Kayakwadi, Juttiadi, Krishna and Bhima. 
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irrigation contracts locally. Annex II also includes irrigation projects 
in other countries and illustrates that ICB has been consistently applied 
whenever interest by foreign contractors was judged possible. 

2.8 The mission's discussions in India revealed that consistency of 
Bank policy is no longer an issue; there was little interest in continuation 
of the debate on differences between Kadana and Pochampad and it would not 
be constructive to revive it. The Government understands the criteria for 
suitability of works for ICB and wishes to rely on the industry protection 
and labor/equipment ~rguments rather than inconsistency to bring about a re­
laxation of Bank policies on ICB. 
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3. THE INDIAN CONSTRUCTION INDUSTRY 

Historical Background 

3.1 The present form of the civil works construction industry in India 
can be traced back to the conditions under feudal rule when princes utilized 
huge labor gangs for the construction of buildings, irrigation works and 
roads. Under colonial rule, agencies of the British administration: the Army, 
District Officers, and Public Works Departments ~(PWDs),continued the system 
of using large labor forces with the assistance of labor contractors. As 
design and execution gradually became more complex, almost all engineering 
knowledge was concentrated in the administration, which therefore reserved 
for itself the preparation, direction and control of civil works construc­
tion. Increased quality requirements, for instance for earth compaction, 
led to the acquisition of some basic equipment such as steam rollers. The 
machines were owned by Government agencies and used by labor contractors 
under the direction of Government engineers. 

3.2 By the beginning of this century, subsidiaries of British firms 
were established in India to assist the administration in carrying out the 
most complex civil works projects. Some of these firms still exist in India, 
but the overseas holding has been diminished below controlling level, or eli­
minated altogether. 

3.3 With the advent of the Second World War and the need to construct 
military facilities as rapidly as possible, Indian contractors came into 
being who were able to construct minor civil works in their own right. It 
was during this period, in 1942, that the first contractors' association was 
formed which has since grown into the present Builders' Association of India. 
Under the rigors of wartime, however, strict overall direction continued by 
military as well as departmental engineers. Thus, the traditional role of 
the PWD has continued to the present, with existing contract conditions 
giving the departmental engineer absolute authority over the operations of 
the contractors. These contractors, having emerged from among organizers 
of labor gangs directed by Government engineers, have not had the benefit 
of a long tradition of artisan enterprises accustomed to directing their 
own operations and competing as independent commercial entities. 

Existing Enterprises 

3.4 The Indian construction industry today consists of a number of dif-
ferent types of contractors ranging all the way from small labor organizers 
to large, specialized and well-equipped construction companies. Size is an 
impcrf ct classification crit rion but with appropriate qualification, it 
helps to delineate the major categories of contractors. Size of enterprises 
is primarily measured by the maximum value of contracts for . which they are 
permitted to bid. In the registration procedures, this classification is de­
termined mainly on the basis of proof of financial solv~~cy, often in the form 
of fixed assets; experience and past performance are also taken into account. 
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3.5 At one end of the range are innumerable small contractors handling 
contracts, usually of one year's duration, up to about $100,000 equivalent. 
The small contractors' principal characteristic is the ability to perform la­
bor-intensive operations ranging from simple excavation and other earth-moving 
operations, to stone-cutting and masonry works requiring considerable skill. 
They usually specialize in one of these activities. Their classification de­
pends on financial resources available to pay advances to workers, and to pro­
vide housing and· other amenities for them. These small contractors own very 
little equipment, usually just a few lorries, and rely in the performance of 
their work on direction from the departmental engineers and overseers. 

3.6 Although these smaller contractors closely resemble_ the labor gang 
leaders of colonial times, it would be wrong to take their -existence as char-

·acteristic of an . underdeveloped industry. Given the abundance of cheap labor 
and the relative scarcity of equipment, they perform an economically useful 
function in mobilizing required labor forces. They will always be needed to 
assist in the performance of small maintenance and rehabilitation works under 
individual contracts, and they are useful to larger enterprises who, for oper­
ations which can more economically be performed by labor, prefer sub-contrac­
tors to the inflation of their permanent payrolls. 

3.7 At the other end of the range are about 50 large construction com­
panies who have no difficulty handling contracts exceeding $1 million equiv­
alent. They have acquired the specialized equipment, expertise, and financial 
resources to construct complex works such as harbors, tunnels, large bridges, 
powerhouses and steel plants. They have so far shown little interest in com­
peting with smaller contractors for those irrigation and highway works that 
can be executed by labor-intensive methods, partly because there is an abun­
dance of work which requires their specific capabilities. However, they are 
capable of taking on almost any form of construction which offers continuity 
of work to justify the mobilization of specialized equipment and staff. In 
summary, their approach is comparable to that of contractors in developed 
countries, and some of them are successfully competing with foreign firms for 
works in other developing countries. They are also confident enough to seek 
cooperation with foreign firms in joint ventures when they can technically 
and financially profit from such temporary association. 

3.8 The remaining group is least well defined by the size of contracts 
they handle ($100,000 to $1 million equivalent annually). It consists of 
several hundred of what we will, for convenience, call medium-size contrac­
tors, although they do not form a very homogeneous group. They differ wide­
ly in the degree of specialization, use of equipment, and financial resources. 
In this group there are contractors who use labor almost as extensively as 
the small contrnctors, but there are others who have developed the expertise 
and acquired more sophisticated equipment which enables them to perform ade­
quately in such works as bridge construction and road surfacing. 

J.Y While the small labor contractors and the large specialized com-
panies are suffi~iently developed to meet their particular business ob ­
jectives, the development of the medium-size contractors is still in progress. 
MOst of them are impressively well educated and demonstrate keen business 
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acumen. Since there is in India no scarcity of well qualified engineers, 
they have no difficulty forming competent technical staff. Specialized labor 
is also available, although the regional concentration of skills often en­
tails the costly transfer of large groups of workers from one State to an­
other. Using the available resources in technical expertise, specialized 
labor and equipment, these medium-s i ze contractors are experimenting with 
new methods, trying to increase their competence and capacity. They are grap­
pling with managerial problems, and trying to develop abilities in analytical 
costing to prepare closely calculated bids responding to specifications which 
are not always clear. In all States visited by the mission, the progress of 
this group of contractors, most of whom have emerged from among the small la­
bor contractors, was evident. Their development is progressing more slowly 
than necessary however, primarily because of the continued existence of con­
ditions of contract and other policies of Government agencies which were. 
appropriate when the entire "industry" consisted of labor contractors, but 
which are not conducive to the development of enterprises that can respon­
sibly direct their own operations. 
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4. FACTORS HINDERING GROWTH OF THE CONSTRUCTION INDUSTRY 

4.1 What, specifically, are the factors which are hindering the 
Indian construction industry - despite its business acumen, engineering 
know-how and ability - from reaching its full development potential? The 
mission found that~ while the factors are many and complex, they are with­
in the power of the Government to correct. They are described briefly 
below and in more detail in Annex III. 

The Role of the Public Works Departments 

4.2 As the civil works program in India increased, so did the size 
and strength of the PWDs. The PWDs developed a policy of fragmenting works 
into small contracts of short duration on the assumption that the use of 
small contractors guarantees the employment of the abundant local labor 
and results in the cheapest price for the work. This policy, which re­
quires a large establishment to supervise the fragmented work, also helps 
to maintain the PWD's dominant position in relation to the contractor and gives 
employment with security of tenure to a large number of engineers. The size 
of the resulting establishment is illustrated by the ratio of One staff . mem­
ber to each $12,000 of expenditure, while other developing countries have 
a workload per Government employee of some four times that amount. As a 
result of the policy, however, contractors tend to specialize in one type 
of work, and to operate on a year-to-year basis which inhibits the possi­
bility of growth. Also, with their large staff and ownership of some 80% 
of the construction equipment in the country, the PWDs frequently undertake 
machine-intensive operations by force account, which f~rther reduces the 
contractor's options for development. Although the contracting industry 
has developed despite these adverse influences, the position of the PWDs 
has changed only marginally and slowly. 

4.3 The dominant position of the PWDs is reflected in the contract 
documents which embody the working relationship between the PWD engineer 
and the contractor; these documents are biased in favor of the Government, 
and contain many features that are objectionable to and inhibit the devel­
opment of the contracting industry. While they vary from State to State 
and between agencies in the same State, the differences are in degree rather 
than in general approach. Efforts made by the central and some state gov­
ernments, and by the Builder's Association of India to modernize and stand­
ardize these documents have met with very little success. The largest con­
tractors obtain some relief by requiring liberalization· of certain provi­
sions as a condition of tender, and the smallest labor contractors do not 
object since they expect and need direction; the group most adversely af­
fected consists of the medium-size contractors Who have the best development 
potential. 

4.4 The contract condition that is probably most objectionable to 
the contractors, and most inhibiting to their development is that which 
gives the PWD engineer absolute authority to direct the operations of the 
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contractor, by stating that hi dec· s~ons a~e f i nal and binding. The en­
gineer's authority extends to i t er pretation of the technical specifica­
tions, and since these are all too often o~solete, ambiguous or incomplete, 
the contractor is at the mercy of a particular engineer as to the work he 
must perform under his contract. As a result of not being allowed to direct 
his own operations, t he contractor has litt.e incentive to develop his com­
petence to do so. The contrac tor's position is further weakened by the fact 
that equitable arbitration provisions that are standard in most other coun­
tries are almost never included in PWD contract documents. These contract 
conditions are symptomatic of the larger problem, which is the attitude held 
by the PWD engineers towards contractors. With this attitude, the PWD rather 
than the contractor takes direct responsibility for execution of works. 
Both the conditions and the attitude will have to change to stimulate a 
responsible, enterprising contract industry to further development. 

Equipment and Materials 

4.5 Although Indian contractors tend to make extensive use of labor 
because it is cheap, there are operations which require the use of equip­
ment, and the contractor's capacity to develop is largely dependent on his 
ability to obtain the needed machines. The first obstacle, lack of funds, 
is discussed later. Even if funds are available, however, domestic produc­
tion of many items is insufficient to meet demands, and the Government 
agencies absorb most of this type of equipment. While the PWD may rent 
available equipment to the contractor, this solution is not satisfactory 
since availability is not assured, and in the absence of excess departmental 
equipment, or its failure to perform, the contractor is still committed to 
the execution schedule. Furthermore, the rental system curtails the con­
tractor's incentive to develop his own competence, and increases his de­
pendence on the PWD. The performance of machine-intensive work by PWD 
force account previously mentioned also reduces the contractor's oppor­
tunity to use equipment himself, and makes him reluctant to incur the heavy 
financial investment. It is practically impossible for an individual con­
tractor to procure foreign equipment, and if it can be obtained, the spare 
parts problem is so severe that Indian contractors contacted by the mission 
all expressed a preference for domestic equipment. 

4.6 Because of the scarcity of certain materials, especially steel, 
cement, and explosives, contract conditions usually specify that they will 
be supplied by the PWD. This condition, however, is frequently limited by 
an "if available" clause. When the material canot be delivered as needed, 
the contractor is forced to buy it on the open market at a much higher price 
than stated in the contract, or accept an extension in his work period with 
no compensation from the agency for the additional costs resulting from 
either choice. 

Financial Considerations 

4.7 Lack of capital and difficulty in obtaining credit are the primary 
factors limiting the ability of contractors to expand their capacity. The 
medium-size contractors who need financing to obtain equipment and perform-
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ance guarantees to bid for larger contracts appear to be most severely handi­
capped, but the problem is industry-wide. Since the major banks were n tion- . 
alized, they have followed a selective credit policy concentrating on a 
group of selected priority industr~es. The construction industry has not 
been elected into this group, and contractors therefore rarely have access to 
credit by major commercial banks, 1eav1DI only their own financial resources, 
or small banks and money. lenders with exorbitant interest rates. In addi­
tion to working capital, a contractor must be able to show financial sol­
vency, usually based on fixed assets, for registration, and must have cash 
or other assets acce~table to a bank for his bid bond and performance bond • 

. 4.8 Provisions giving financia1 assistance to the contractor are very 
rarely included in PWD contract documents. Mobilization advances are never 
offered; advances on equipment and materials brought to the work site, while 
allowed by some States and agencies in varying amounts, are absent in many 
contracts. Escalation clauses to protect the contractor from unforeseeable 
cost increases are generally not included in the standard documents issued 
by PWDs. The largest contractors may obtain such provisions by making them 
a condition of tender. The smaller contractors are rarely subject to major 
price increases, since their contracts are usually for one year or less, 
and do not involve the furnishing of materials or use of a significant 
amount of equipment. The risk of unforeseen cost increases falls most 
heavily on the medium-size contractor who is not in a position to demand 
special conditions, but whose fixed price agreement covers two or more work­
ing seasons. The contractors als·o recognize that while they may request an 
escalation clause, the additional cost to the Government will be estimated 
and added to the bid price for evaluation. As a result, many contractors 
prefer to gamble on stable prices, and run the risk of a reduced profit. 

4.9 In summary, it is evident that many of the circumstances under 
which the Indian construction industry operates do inhibit and limit its 
development. Contract conditions and other Government policies tend to 
continue the contractor's dependence on the technical resources and man­
agerial competence of the Government agencies. The gra.dual removal of 
these impediments is within the Government's control, and would greatly 
expedite the further development of the industry. 
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5. THE EFFECT OF FOREIGN COMPETITION 

5.1 Recognizing the strengths and weakness3S of the Indian construc­
tion industry as it pre ently exists, what would be the effect on that in­
dustry of foreign competition? The large specialized companies have al-
ready proven themselves capable of competing successfully with foreign 
firms for works outside India, and increased competition within India 
should only serve to strengthen these enterprises. The small labor con­
tractors, on the other hand, would be insulated from foreign competition 
because of the specialized functions they perform. The question remains, 
however, whether the development of the medium-size contractors is sufficiently 
advanced to enable · them to compete with non-Indian firms or whether foreign 
firms win a substantial portion of the construction market, preventing the 
Indian fir.s from gaining sufficient experience. 

5.2 There are certainly some cases, especially when speed of execution 
is required for complex projects, in which foreign contractors can use tech­
nology that leads to lower construction costs than the methods applied by 
Indian contractors. They may also have advantages stemming from tight pro­
gramming and better quality control. The foreign contractor can bring these 
advantages to bear on his bid price if contracts offered are sufficiently 
large. Our subjective judgment is that in the case of highway improvement 
and irrigation costs, the minimum size of the contract package would have 
to be $2-3 million for these advantages to be possible~ 

5.3 Possible cost advantages of the foreign contractor are balanced 
by several factors which work in favor of the local contractor. First, while 
we must assume that the foreign contractor would base his bid on the efficient 
use of machines, he needs labor too. Although skilled labor is ample in India, 
the system of specialized labor contractors is intricate, and the foreign con­
tractor may have to pay far higher wages, fringe benefits and sub-contractor 
profits than his local competitor. Similarly, the scarcity of materials has 
created a gray market, the rules and prices of which are unknown to the for­
eign contractor, and he will certainly not be able to acquire materials at 
the price a local contractor does. In addition, the foreign contractor must 
bear the high cost of mobilization including transport of equipment, parts 
and imported materials, and of the setting up of a local organization. 
Finally, the foreign contractor will find the traditional role of the PWDs 
and the existing contract conditions more cumbersome than the Indian con­
tractors who are more used to them, and can more easily find a working ar­
rangement with the engineer. A foreign contractor's premium for the ill­
defined risks presented by existing circumstances !s bound to be even higher 
than that of the large Indian contractor. However, even if we assume that 
contract conditions and other circumstances are suitably reformed, the for­
eign contractor is faced with considerable additional expenses that eat into 
his cost advantages. 
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5.4 The foreign contractor has to face these additional cos ts in many 
other countries. Whether his margin of cost advantages is suffi cient, then, 
depends on the degree of development and the costs of the competing local 
industry. In India, his margin would, in most cases, not be sufficient to 
win bids. On the basis of very summary comparisons of hypothetical bids, 
we concluded that prices of foreign contractors might exceed those of local 
contractors by 10 to 30 percent, depending on the nature of works and the 
size of contracts offered. This judgment was confirmed by Indian contrac­
tors and consultants who felt, without exception, that foreign contractors 
would have little chance of winning bids for road improvement and irriga­
tion works unless they enter into joint venture with an Indian part ner. 
The Indian construction industry can therefore not be classified as an in­
fant industry that would suffer from foreign competition or would need a 
general protective preference to have a chance in competition with foreign 
firms. 

5.5 While the infant industry argument certainly does not apply to 
the Indian construction industry, it could be argued, conversely, that ICB 
should not be applied, since the likelihood i s small t hat f oreign firms woul 
win any bids. However, there can be no certainty i n a series of projects 
that foreign contractors, especially .in joint venture wi th Indi an partners , 
would abstain from bidding in all cases. The very process of bidding is a 
response to uncertainty about the best factor proport i on and the l owest 
possible cost, and the decision whether to participate in the bidding 
should be left to the contractor, foreign or local. 
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6. THE COST OF CONSTRUCTING CIVIL WORKS 

Evidence from Present Procurement ·Procedures 

6.1 Having concluded that the Indian construction industry is not truly 
an infant industry needing protection from foreign competition and that meas­
~res to speed up its further development are in the control of the Government, 
we are still confronted with the additional argument that ICB for civil works 
procurement is undesirable, since foreign firms would increase the cost of 
civil works by substituting machines for abundant labor. 

6.2 Recent experience with foreign contractors is rare in India l/; Gov-
ernment officials therefore develop the cost argument against foreign par­
ticipation in analogy with the methods and costs of large Indian contractors. 
It is recognized that the large contractors applying machine-intensive methods 
are indispensable for complicated specialized works. The argument therefore 
concentrates on works which can be executed by either labor or machines. 
The Government contends that: 

(i) the majority of civil works projects include operations 
that can be undertaken by either labor or machines; 

(ii) that whenever equipment/labor substitutability exists, 
execution by labor is cheaper; 

(iii) the best way to assure the use of labor is the splitting 
of projects into segments small enough to discourage the 
use of machines by contractors. 

Departmental engineers with whom we talked believed that they had factual 
evidence from past bidding procedures which proved that small contracts 
(with contract values often as low as $50,000 equivalent) assure execution 
at .the lowest possible cost. They cited several cases in which bids were 
invited for relatively large portions of road or canal construction, with 
the result that either bid prices substantially exceeded cost estimates, 
or no bids were received at all. When the bidding process was repeated 
with individual lots offered being much smaller, a large number of bids 
were received with prices coming much close.r to the cost estimates. 

1J · In its discussions with State PWD representatives and officers of the 
Central Government the Mission found no evidence of specific legal 
prohibitions to participation by foreign firms in civil works contracts 
in India. There are, however, a number of procedures which would 
impede access to this market. For example, any expatriate firm doing 
business in India must be approved by the Ministry of Finance and there 
appear to be no established rules for obtaining such approval. In ad­
dition, there are restrictive regulations regarding entry and residence 
permits for foreign nationals and strict controls on export of foreign 
currency (i.e. repatriation of profits). 
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6.3 Several reasons were given to explain these results. It was said 
that large enterprises would use machines for a large contract, and that 
their bids in the first round reflected the higher cost of doing so. The 
alternative of employing labor intensive techniques was impractical for 
large contractors, since they could not efficiently manage the enormous labor 
forces required. Moreover, large contractors had to maintain a more exten­
sive permanent establishment, resulting in higher overhead costs, and their 
profit expectations were higher. 

6.4 First of all, the fact that the rare offering of large contracts 
receives little response is quite understandable. It is unreasonable to 
expect large contractors to rush to bid in the few isolated cases where 
they are permitted to participate, when to do so requires that they build 
up a capacity for works which are normally the domain of the small labor­
oriented contractors. Several of the largest contractors stated that they 
would be willing to acquire the required capacity and bid for such works if 
they could be assured of continuity of the chance to participate. Some of 
them planned to use machines, others would use labor sub-contractors. There 
is certainly no reason to assume that the large contractor would be incapable 
of utilizing strong labor forces through sub-contractors; this is precisely 
what PWDs do when they construct important structures such as the Nagarjuna­
sagar Dam with a modified form of force account using labor contractors and 
departmental equipment. 

6.5 The fact that the invitations to larger contractors were isolated 
cases without guarantee of continuity of work would itself make us doubt that 
small contracts necessarily lead to the lowest possible cost. However, there 
are other distortions in the cost comparison provided by the examples cited 
which reinforce our doubts. The first is that the conditions described in 
Chapter 4 - direction by the PWD engineer, absence of satisfactory arbitra­
tion and escalation clauses, uncertainties about material delivery, and 
inadequacy of specifications - constitute ill-defined risks which weigh more 
heavily on the larger contractor who, though better organized, is less flexi­
ble than the small labor contractor. Necessarily, he charges a premium for 
these risks in his price. Overheads of large contractors may, indeed, be 
higher than those of small contractors. But these overheads reflect the 
capability to direct operations with competent staff. In the case of execu­
tion by small contractors, this direction is carried out by the departmental 
engineers and other ·supervisory staff. Finally, the lower prices bid by 
smaller contractors can perhaps be explained by their inability to prepare 
bids based on analytical costing. The departmental cost estimate is to them 
a valuable yardstick in preparing a bid. If they subsequently find that they 
cannot meet specifications, they reduce quality: as they say, they "stoop 
a little". The larger contractor who trades more on his reputation is less 
inclined to sacrifice quality, knows what it costs, and submits his bid 
accordingly. 

6.6 The evidence, therefore, does not necessarily suggest that tender-
ing small lots, which excludes large contractors, leads to the lowest possible 
cost of constructing civil works. This is not to say that large contractors, 
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local or foreign, would necessarily be able to offer lower prices. We at­
tempted to work out for selected operations a comparison of costs associated 
with execution by local and foreign contractors using different methods, as­
suming that the distortions described in the previous paragraph are corrected . 
Although the quantitative data available were inadequate for exact comparison, 
they sufficed to demonstrate that the differ -nces between costs associated 
with different execution methods are not necessarily so large as to warrant 
exclusion of one group of contractors from the bidding process. Much more 
research is needed on the costs of different factor proportions in civil 
works construction, and the Government officials assured us that India would be 
willing to participate in the on-site, cost-monitoring phase of the labor-equip­
ment study which is being undertaken with Bank financing in several countries. 
From this study, as well as from others being undertaken concurrently, such 
as the Highway Design Study, general data can be expected which would be 
particularly useful in comparison of alternative designs. However, once 
the design is selected, contractors should have the option to demonstrate 
in open competition the cost efficiency of the particular method they in-
tend to use for a particular project. 

Cost Comparison Through the Bidding ·Process 

6. 7 Many officials," especially in the State PWDs, we.re receptive to 
the argument that a fair bidding process should be the ultimate cost test 
of different construction methods used by contractors of different size. 
The test could be performed by applying a technique which has been used in 
Bank-financed projects in other countries. In essence, it consists of slicing 
a project into individual segments small enough to attract the interest of 
small labor-oriented contractors, with larger contractors simultaneously 
having the option to bid for packages of several or all of the project seg­
ments. This procedure ensures the widest possible competition, and encourages 
smaller enterprises to develop the capacity for executing larger contracts. 
Foreign firms would be excluded only if the nature of the works did not per­
mit contract packages large enough to interest them. This .would be true for 
works closely resembling maintenance, in which case force account may be the 
best choice, or for low-standard market roads or canal rehabilitation in an 
operating irrigation scheme, which may best be reserved for small local con­
tractors. On the other hand, small contractors must be excluded from the 
execution of works which cannot be divided without loss of efficiency, such 
as shell dams, bridges, tunnels, or the laying of asphaltic concrete road 
surface to close tolerances. 

6. 8 The small size of the individual project segmen·t is critical for 
the degree of competition attainable. It must be large enough, however, 
to permit .efficient construction to specified quality standards. This is 
a question of judgment which has implications for supervision costs. We 
believe that quality would not be assured in road construction, for example, 
if the value of the smallest contract unit should fall below $500,000 (which 
would require separate contracts for surfacing). By Indian standards, this 
is already sizable, ruling out a multitude of very small contractors. From 
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the point of the PWDs, the potential for savings in supervision cost and 
the resulting increase in construction which could be handled by the present 
Government engineering staff, the trend towards larger contract units and 
packages should be welcome. From the Bank's point of view, while the size 
of the suggested contract units is small, and would necessitate increased 
supervision efforts by staff and consultants, it offers increased efficiency 
in the long-run through the development of the local construction industry. 

6.9 The degree of competition is also dependent on the willingness 
of larger contractors to bid for works which have so far been left to small 
contractors. Greater participation would require a reform of contract con­
ditions and the removal of other impediments. This would make works like road 
or canal construction more attractive to the larger specialized firms, and 
simultaneously provide opportunities for small and medium-size firms to 
develop their capacities to compete with the few specialized firms who now 
monopolize the most lucrative part of the construction market. Failure to 
improve the circumstances under which the industry operates would perpetuate 
the polarization between the two main groups of contractors, and an undis­
torted test of different construction methods would not be possible. 

Economic Distortions 

6.10 The bidding test is limited to a comparison of price offers based 
on financial costs as perceived by the bidder. However, it is an acceptable 
assumption that, in India, the financial costs of productive factors do not 
reflect their relative scarcity: i.e. labor is more abundant than wages 
indicate, and that the scarcity of domestic capital goods and foreign ex­
change is not adequately measured by their prices. The present procurement 
methods, with the emphasis on small contractors and the exclusion of for­
eign firms, constitute an attempt to correct the distortions administra­
tively. For works which can be executed by labor or machines, they come 
close to prescribing the use of labor and prohibiting the use of machines 
without a case by case test of the optimum factor mix. The use of the price 
system in the bidding test, however, can bring about the optimum factor mix 
if the price signals are corrected to reflect the scarcities of productive 
factors~ 

6.11 Since the bidding test normally provid sa cost comparison for the 
execution of a specific design, care must be taken i n proj ct preparation 
to avoid the selection of designs which would demand execution methods that 
are uneconomic, given the relative scarcitiea of production factors in India. 
It will therefore be necessary to conduct cost comparisons applying shadow 
rates for capital and labor for different designs. !/ Shadow rates are of 
course an imperfect method to correct price distortions; their isolated 
application in one sector of the economy can create new distortions in an-

11 Choice between alternative design should also be i nfluenced by the 
related construction periods, since savings in construction costs 
may be outweighed by benefits lost. 
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other. However, in the ab nee of corr ctive macro-economic policy, they 
provide the best approximation to correct prices for proper resource alloca­
tion. In many cases, it will b sufficient to apply shadow rates at the 
design stage, eliminating in the xecution stage the possibility of excess­
ive use of scare factors on designs requiring them. However, there will be 
other works which, even aft r application of shadow rates at the design 
stage, leav factor proportions open. In these cases, the validity of the 
test is only assured if th u of labor is not discouraged by contractors 
calculating wages which are in excess of the economic cost of labor; the 
application of shadow rates in procurement may therefore also be required. 

6.12 Any method of applying shadow rates at the procurement stage 
introduces some complications into the bidding and payment processes. 
Annex IV presents the outlines of a proposal for the use of shadow rates 
in procurement that is designed to minimize these complications. in es­
sence, it is a system under which the contract would be awarded to the 
bidder proposing the lowest economic cost; the contract payments, however, 
would amount to the full financial value of the bid. Tender documents 
would specify the shadow rates for labor, and contractors would be asked 
to accompany their financial bid with a statement showing required payments 
for the specific amount of labor to be used in execution. For bid com­
parison, this labor component would be reduced by applying the specified 
shadow rate for labor to determine the economic cost of the bid. 

6.13 While we would expect the contractor, during execution, to adhere 
closely to the factor mix he originally proposed, it would be impossible 
to deny him a reasonable amount of flexibility to adapt his methods to 
unforeseen circumstances which become evident as the work progresses. The 
proposed system would deal with this problem by facing the contractor with 
a ·financial disincentive to modify factor proportions excessively. If he 
reduced the labor component, total payments to him would be reduced so 
that he could only apply the equivalent of the economic opportunity cost 
of replaced labor, not the full financial costs, to defraying the costs of 
additional equipment. This assures that any reduction of the labor com­
ponent leads to a reduction of the financial value of the contract, and 
that any new factor proportion results in the same economic cost as that 
associated with the factor proportion specified in the original winning 
bid. 

6.14 The financial cost of the contract leading to the lowest economic 
cost is likely to be higher than that of the lowest bid in financial terms. 
Appraisal mission~ evaluating projects to which the system is to be applied 
would have to base · their project cost estimates on an assessment of the 
financial cost of executing the project with the economically preferable 
factor combination. Against this project cost, disbursements would be 
made as per an agreed percentage rate. 
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6.15 In discussions with Government officials, we gained the im-
pression that while the logic. of. shadow pricing was accepted, the appli­
cation of shadow rates was viewed with caution, probably because they 
could not be applied exclusively to Bank-financed projects, ---.- the in­
crease in financial cost of projects not financed by the ~a~( would cre­
ate a ·budgetary problem. Since the shadow rate influences the financial 
cost of the project, it might be necessary to limit the price adjustment 
in order to limit the increase in financial cost of projects. We would 
suggest leaving the decision to adopt ·the system, as well as the deter­
mination of the appropriate price adjustment, to member governments con­
cerned, provided that the shadow rate is not lower than, say 75% of labor 
wages. 



- 20 -

7. CONCLUSIONS AND RECOMMENDATIONS 

7.1 The information collected by the mission on the status of devel-
opment of the Indian construction industry, the circumstances under which 
it operates, and on the results of present procurement procedures in India, 
leads to the conclusion that there are no economic or technical reasons with 
which to justify to the Board a deviation from the Bank's requirement of 
ICB for civil works procurement. 

7.2 The Indian construction industry is sufficiently developed and 
diversified to undertake a wide range of construction works, from the small­
est rehabilitation project to large and complex projects such as habors and 
tunnels. There is certainly scope for further development, especially among 
the medium-size contractors who have only recently emerged from being merely 
an extension of departmental forces. Their development is hampered by the 
conditions of contract and other Government policies which were appropriate 
as long as most contractors were merely organizers of labor operating under 
the strict direction of departmental engineers. The continued existence of 
these conditions is incompatible with the growth of construction enterprises 
that are developing the technical and managerial capacity to direct their 
own work and ope.rate as independent commercial entities. In spite of these 
inefficiencies, however, Indian contractors could successfully compete with 
foreign enterprises, since they enjoy a margin of protection that stems from 
the additional costs foreign enterprises would have to incur to establish 
themselves and to acquire materials and staff under the complex rules of a 
planned economy. It would therefore not be correct to speak of the Indian 
construction industry as an infant industry that must be sheltered from 
foreign competition; it does not even require preferences to have a fair 
chance in competition with foreign firms. · 

7.3 We also found no convincing evidence for the contention that wide 
competition among enterprises of different sizes using different construc­
tion methods would increase the economic costs of civil works construction 
by substituting costly machines for abundant labor. Present procurement 
procedures are an attempt to ensure the maximum use of labor administratively 
by fragmenting works into very small segments for which larger contractors 
using machines cannot bid. However, the evidence that this necessarily 
leads to the lowest bid is not conclusive; it cannot be excluded, therefore, 
that larger enterprises, · foreign or local, could offer lower prices. It is 
prefereable to invite wide competition in the bidding process as a test from 

·which the optimum factor mix resulting in lowest possible construction cost 
would emerge. 

7.4 This requires the slicing of civil works into segments as small 
as compatible with efficient execution to permit the participation by small 
local firms using predominantly labor; simultaneously, large contractors 
should have the option to bid for several or all of the project segments. 
Foreign firms could properly participate in the bidding test whenever the 
value of the works permitted contract packages large enough to attract their 
interest. 
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7.5 The use of the bidding test leads to the optimum resource alloca-
tion only if prices adequately reflect the relative scarcities of production 
factors. The application of shadow rates may therefore be required in the 
comparison between alternative designs to avoid the selection of design re­
quiring the excessive use of scarce factors. In addition, wherever the 
selected design leaves open the relative proportion of labor and machines, 
care must be taken not to discourage the use of labor in the execution stage. 
This could best be achieved by applying shadow rates to the labor component 
of bids with the award made to the lowest bidder in economic terms, although 
it is likely that this will increase the financial cost of projects. 

7.6 The mission discussed its findings with officials of the Ministry 
of Finance, the central technical departments, and State · PWDs. Wh·ile the 
reaction was far from uniform, the common review of the information collect­
ed and the discussions about conclusions to be drawn from it helped to close 
the gap in understanding in many instances. We were frequently told that 
it was difficult to argue against the logic of our conclusions. This was 
also the case in a concluding meeting with officials of the Ministry of 
Finance. They conceded that the infant industry argument is weak, that re­
moval of impediments for the further development is within the control of 
the Government, and that the Government would undertake the necessary re­
forms of conditions and policies. In this context, they pointed to the 
need for better Qse of the existing capacities of the construction industry 
to meet the increasing Five-Year Plan targets in irrigation and transport. 
This accords with the . impression we gained from discussions with PWD offi­
cials who are realizing that a gradual reform of contract conditions is 
required if the ~IDs are to become partners of the industry rather than to 
direct contractors in the execution of their work. Officials of the 
Ministry of Finance further conceded that the slice and package procedure pro­
vides an ideal test for the cost of execution methods used by local or 
foreign contractors which would not discourage the use of labor if adjust­
ments for the difference between financial and economic costs are provided. 

7.7 t~ile government officials thus confirmed that there are no tech-
nical or economic reasons to reject international competition for civil 
works in India, they emphasized that it remained unacceptable for political 
reasons. Although the probability of foreign contractors winning awards 
was remote, the Government remained concerned about the outside chance of 
some foreign contractors accepting losses to win a bid. Even if those con­
tractors used as much labor as any Indian contractor, it was suggested that 
the sight of a foreign enterprise doing what Indian enterprises could also 
do would raise a political storm. While conceding that ICB is not harmful 
to the development of India, Government officials doubt that benefits 
resulting from it are worth the political inconvenience. 
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7.8 Since the mission found no technieal or economic argument with 
which to justify to the Executive Directors a deviation from ICB for 
suitable civil works, and since Government officials concede that ICB is 
a political issue, the mission ' s recommendations to Management must be to 
treat the problem as a political one which can ultimately be resolved 
only at the highe•t Government level. General preferences for Indian 
civil works contractors, who differ widely in the use of labor, have been 
found unwarranted, but the application of shadow rates for labor might 
make ICB more acceptable -since it guarantees recognition of the employment 
problem and provides some measure of protection to the Indian enterprises 
as long as they are more prone to use labor than foreign firms. 
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CIVIL WORKS POOCUREMENT BY SECTOR J.l 
(FY~7 - FY71~ 

(US$ million equivalent) 

(1) (2) (3) (4) (5) 
Bank/IDA J/ Procurement Procurement Procurement 

y Financin~ ~ by ICB 3 by LCB 
Sector Total Costs Amou 1 Amount %1 Amount 

AGRICULTURE 760.40 278 .70 36.7 524.80 69 . 0 123.50 

EDUCATION 320.60 141.17 44 . 0 320.60 100. 0 

WATER 317 .70 117.01 36 . 8 316 .50 99 .6 

POWER 734.57 289 .47 39 .4 718.07 97 .7 

TRANSPORT 2,318 . 90 1,011.30 43 . 6 2,246.30 96 .9 66.90 

TOTALS 41452.17 1 11l37.65 41.3 4 1126.27 92 .7 190.40 

J.l Includes projects with civi 1 works elements exceeding $3 million. 
Y Civil works elE!IIIEilts only, as per ApJraisal Report, including continiencies. 
Jl As per disbursement schechlle in 1om/Credit documert.s. 

4 ~ 5 
%1 Amount % 1 

16.2 112.10 14.7 

1.20 0 .4 

16.50 2. 3 

2.9 5 . 70 0.2 

4 .3 135.50 3. 0 

(6) 
Procurement 
awarded ICB 6 

Amount % 3 

235.80 44.6 

81.25 25.8 

54.54 17.2 

509.82 f/7.4 

1,384.41 61.6 

21265.82 54.8 

~EXl (il 

(7) (8) (9) (10) 
ICB won by ICB won by ICB won b;r Total Local 

Forei!l!! Firms 7 Forei!l!!7Local 8 Local 9 Procurement 4+5+9 
Amount % b Amount % b Amount-- %b Amount % !fi2+0 

6o.90 25.8 34.90 14.8 140.00 59.4 375.60 79.7 

17.37 21.4 63.88 78.6 63.88 78.6 

12.05 22.1 4.50 8.3 37.99 f/7.6 39.19 70.3 

283.35 55.6 78.15 15.3 148.28 29.1 164.79 31.3 

494.56 35.7 96.50 7.0 793.35 57.3 865.95 59.4 

868.23 38.3 214.05 9.5 1 1183.50 52.2 1 15o9.41 58.2 



AOOENITNA 

BRAZIL 

COLOMBIA 

INDIA 

INDONESIA 

IRAN 

IVORY OOAST 

KENYA 

KOREA 

MALAWI 

MALAYSIA 

MEXIOO 

MlEOCCO 

PAKISTAN 

PHILIPPINES 

TANZANIA 

THAILAND 

VENEZUELA 

YUOOSLAVIA 

ZAMBIA 

(1) 

433.9 

357.2 

295.4 

69.6 

101.3 

161.7 

69 .2 

95.62 

164.6 

27 .15 

49.0 

270 .9 

90.9 

81.4 

59 .4 

79.01 

177.3 

84 .3 

490.1 

110. 9 

(2) 
Procurement 

by ICB 2 
Amount % 1 

433.9 

357.2 

291.2 

71. 0 

155.8 

62.3 

93.12 

152. 9 

23 .45 

49 . 0 

230 .2 

90. 9 

73 .5 

53.9 

77.11 

167.3 

83.3 

452 .2 

110 . 9 

100 

100 

98 .6 

70.1 

96 .4 

90 

97 .4 

92 .9 

86.4 

100 

85 .0 

100 

90.3 

90.7 

97 .6 

94.3 

98 .8 

92 .3 

100 

(3) 
Procurement 

J.l 
CIDL WORKS PROCUREMENT IN SELECTED OOUNTRIES 

(us$ £ffihf~tf.tent l 
(4) (5) 

Pro cu rernent Procurement 
by LOB 3 

(6) 
ICB won by 

Foreign Firms 6 
Amount % 1 

l>.!..!! - !!. 
Amount % 1 

~2. 
Am~%2 Amount % 2' 

3 .0 

18.5 

23 .8 

11.7 

40.7 

6 .0 

1. 9 

1.0 

37.9 

1.0 

26.6 

23 .5 

7.1 

1$ .0 

2. 4 

1.2 

7. 7 

1.2 

51.1 

6 .5 

5.9 

6.9 

2.5 

3. 7 

1.9 

5.5 

10.0 

0 .4 

73.4 

6 .4 

3. 7 

10.0 

2.6 

13.6 

2.3 

9 .3 

5. 6 

181.6 

216 .0 

181.85 

1.4 

17 . 0 

14.0 

81.05 

21.06 

22.62 

24.91. 

148.6 

28.5 

116 .18 

41.87 

277 .6 

74.96 

41.9 

6o .5 

62.5 

1.2 

10. 9 

22.5 

87.0 

12. 8 

96 .5 

50.9 

64 .6 

31.4 

23.5 

54. 6 

90 . 0 

69 .4 

50.3 

61.4 

67 .6 

1.4 

10.3 

43.59 

12.2 

14. 2 

30. 90 

97.88 

70.58 

0.8 

73.6 

53.8 

82.1 

44 .5 

84 .3 

94.2 

67.8 

2 . 7 

76 .1 

15 .4 

3. 7 

18 .99 

4.52 

22.0 

35 .3 

18.3 

2.1 

37 .3 

1.3 

41.9 

90.6 

26.4 

23 .4 

20 . 0 

77.2 

50.9 

15 .8 

$ .0 

AHNEI I (b) 

(8) 
ICB won by 

Local 8 
Amoun-t--- % 2' 

112 .4 

213 .3 

105.75 

1.4 

1.6 

18.47 

61.9 

98 . 8 

58 .2 

100 

9.4 

22.8 

21 .06 100 

26.1 

24.94 100 

148 .6 

6. 5 

3.1 

29 .4 

3.2 

39.77 

277 .6 

4. 38 

100 

22.8 

17 . 9 

100 

4.6 

95 .0 

100 

$.8 

(9) 
Total Local 
~ 3+4+8 Amoun_t ___ % FJi3' 

112.4 

213 . 3 

109.95 

69 .6 

31.7 

7.5 

6.9 

20. 97 

32 . 76 

9.6 

24.94 

189.3 

6. 5 

11.0 

34 .9 

5.1 

10.0 

40.77 

315.5 

4.38 

61.9 

98 .8 

59 .1 

100 

100 

32.8 

33.0 

25.1 

100 

36 .5 

100 

100 

22 .8 

43.7 

100 

7.2 

7. 9 

95 .1 

100 

5. 8 

TOTALS ~3 ~,2=68~·=88r---~3~. o=2•9 .sl~8 ____ ~9=2 ~.7---;1=44~·~5 ____ ~4~·~4 ____ ~9~5~.2~--~2~. 9~~1~,5~6~5~.3~3----~~·~7--~2~8=l.~0~5 __ _.18=·~0--~2=66z.~9lr-~1~7=.1~ l ,Ol7 .37 __ ~6~5.~o~~l~,=25~7=.o=7~----~~~·=6 

ll Includes projects with civil works elemmts exceeding $3 million. 
Zf Civil works elemmts only, as per Appraiaal Report, including conti~mcies. 



AGRICULTURE PROJECTS DEPARTMENT 

MAJOR CIVIL WORKS E~ITS IN I BRD(IDA PROJECTS 
J/ 

(In US$ million) 

Pmiect Pa.t a. Financing (us$) Proposed Procurement 
(Country, Project , 
Loan/Cr edit No . , Date) 

Total21 Bank( IDA , 1 Principal Type of Work 
!:1 JJ Amo unt Y Cost Financing Type 

(For ce Account, Local Compe ­
titiv e Biddi ng, or ICB) 

Proposed Contract Size Y/ 
Smallest Largest 

Lake Alaotra I r rigation 
IDA 214- MAG FY71 
August 17, 1970 
US$ 5 million 
(AGPDl) 

Lilongwe Agr ic 
Devel opment 

IDA ll3- MA:I FY68 
Feb r ua ry 5, 1968 
US$ 6 million 
(AGffi2) 

Smallholder Tob a cco 
IDA 217- TAN FY71 
ociober 9 , 1970 
US$ 9 million 
(AGPG2) 

4. 5 3. 7 

6. 1 

5 . 5 1. 8 

Rehab and extension 
of system 

Building s 

Roads, drains 
land developmen t 

Processing 
f acilities 

Roa ds and 
buildings 

l/ Includes projects with civil loD rks eleiiiEilts exceeding $3 million. 
Y Civil works elements only, as per Appraisal Report, including oontingmcies. 
Jj As per dis burseiDSl t schedule in Loan/Credit documents. 

4. 5 ICB 

2 . 4 I CB 

3.7 Force 

3 . h ICB 

1.9 Loca l 

W Includes an;y combination of project elements ~ch could be awarded to a single contractor as a single contract. 
SJ The total value of awarded rontracts does not necessarily agree with appraisal oost estimates. 

4. 5 

0.05 NA 

- 3.4 -

NA 

NA 

Reasons for Exemption 
from ICB 

Not given 

Small size 

AlfflEI I (c) 

Results of ICB 
( National~ty and total 

contracts won for e a ch type of wor k) SJ N o t e s 

French/Malagasy 4.4 

Malawian 0.9 *Equi pmm t 
$ 0 . 6 million 
addi t i onal 



Project Data 
(Country, Project 
Loan/Credit No. ,Date) 

East Cemeroon 
Oil Palm 
IBRD 593-CM FY69 
April 15, 1969 
US$ 7. 9 million 
(AGffil) 

Hinvi Agric. Dev. 
IDA 144-DA FY69 
March 5, 1969 · 
US$ 4.6 million 
(AG:ffil) 

IVORY COAST 

Oil Palm and Coconuts 
I and II 

rnRD 7~lfan~~~6i~c 
FY69 and FY71 
June 13, 1969 and 
June 22, 1971 
Total US$ 24.1 mtllion 
(AG:ffil) 

Financing (us.12__ 
Total B~ 
~ Financing 

6.9 3.2 

3.0 2.8 

21.4 10.2 

Principal Type of Work 

Clearing 

Factory, buildings 

Factory 
buildings, wells 

Factories 
Land clearing 
Land clearing 
Buildings 

Roads 

3.1 

3.8 

3.0 

12.0 
2.5 
4.7 
1.7 
0.5 

AGRiaJLTURE PROJECTS DEPAR'llo!ENT 

MAJOR CIVIL WORKS ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ million) 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

ICB 

ICB 

ICB 
ICB 
Force 
Force 
Force 

Proposed Contract Size 
Smallest Largest 

0.2 

0.1 

0.1 

0.1 
NA 

4. 7 -
l. 7 -

2.4 

2.9 

2.5 

4.0 
NA 

Reasons for Exemption 
from ICB 

Small size of works 
Small size of works 
Small size of works 

Results of ICB 
(Nationality and total 

contracts won for each tYPe of work) 

French 

Not yet known 

Luxembourg 
France 

2.3 

7.1 
3.2 

N o t e s 



AGTIICULTURE PROJECTS DEPARTMENT 

MAJOR CIVIL WORKS -ELEMENTS IN IBRDLIDA PROJECTS 

(In US$ million) 

Project Data Totaiinancing ~~W IDA 
Proposed Procurement 

Re sults of ICE 

(Country, Proj ect Principal Type :>f W:>rk (Force Account, Local C:>mpe - Proposed Contract Size Reasons for Exemption (Na t i onality and total 

LoaniCredit No 2 Date) ~ Financing ~ Amount titive Bidding 2 or ICB) Smallest Larr,est from ICB contracts won for each type of work ) N 0 t e s 

~ 

North Sumatra Estate I 7 . 2 4.5 Factory 5.2 ICB 0.1 1.6 Not yet known 

IDA 155-IND FY69 '\uildings 2.0 Local 0.1 0 .2 Small size of contracts 
and low FE content 

June 20, 1969 
US$ 16 million 
(AGPGl) 

North Sumatra Estates II 6 . 7 2.9 Fact:>r y 3.8 ICB 0.1 1.8 Not yet known 

IDA 194- IND FY70 Buildings, roads 2 . 9 Local 0 .1 0.2 Small size of contract 
and low FE content 

June 15, 1970 
US$ 17 million 
(AGPGl) 

I rrigation Rehab II 26.6 '3 . 7 Completi ::m and 

IDA 195-IND FY70 
rehab ::> f c a nals/ 

June 15, 19?0 
structures 21.) ICfl NA 4.5 Indonesia 1.4 Cover s 3 of 3 

US$ 18 . 5 million 

contracts 

(AGPD2) 'luildinr;s l.l ICF\ NA l.l Bids invited 

Minor c anals 4 . 0 Force 4 . 0 To supplement and 
encourage farmer self-
help. 

I rrigation Rehab III 17 .f. "·· 7 Rehab canals a nd 

IDA 220- IND FY7l structures 1 ~: . _i Local NA NA Uncertainties of scope *Equipme nt $1 mil-

of wor ks. lion add i tonal 

N::p 6; 1970 
US$ 14 . 5 million 
(AGPD2) 

R:>ads , buildb,·s . 5 Force 2.5 Small and sca ttered. 

Irrigation 'J . 7 ICB NA NA Small and scal;tered 

Seeds 11.5 2 . 7 Irrigation 1.2 
Local NA NA Small and scattered 

IDA 246-IND FY71 
Land devel:>pment 0 .1 

L·:cal NA NA Small and scattered 

Mil¥ 19, 1971 
Factor ies 2 . 2 

L:>cal NA NA Small and scattered 

US$ 7. 5 million Buildings 0 . 3 Local NA NA Small and scattered 

(AGPG2) 

~ 

pyongtaek-Kumgang 
6<).9 19. 7• Sea dykes, canals 49.2 ICB NA NA Korean(6) 19.2 *Equipment 

US$ ll. 5 million 
additional 

Irrigation 
IBRD 600-KO FY69 

Land leveling , 11.7 
r.<.ay 23, 1969 

buildings, road~ 
Local NA NA Small na ture of works 

US$ 45 million 
(AGPDl) 



Project Data 
(Country, Project 
Loan/credit No., Date) 

Kemubu Irrigation 
IBRD 500- MA FY67 
June 15, 1967 
US$ 10 million 
(AGPDl) 

PHILIPPINES 

Pampanga Irrigation 
IBRD 637-PH FY70 
August 18, 1969 
US$ 34. 0 million 
(AGPD2) 

~ 

Phasom Dam 
IBRD 514-TR FY68 
September 19, 1967 
US$ 26 million 
(AGPDl) 

Financing (US$) 
rotal Bank/ IDA Principal 1Ype of Wor k 
~ Financing 

15.3 8 .2 Pumpi ng station, 
dykes, canals buildings 1 5 . 3 

52.3 20.1 Dam , 32 . '7 

Canals, roads 14.1 

Rehab existing canal s 5 . 5' 

52.0 17.0 Dam and associated 
works 42 .0 

Saddle dams J .4 

Roads, bridges and 
c~ facilities 6.6 

AGRICULTURE PROJECTS DEPARTMENT 

MAJOR CIVIL WORKS· ELEMENTS IN IBRD/mA PROJECTS 

(In US$ million) 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

ICB 

ICB 

Force 

ICB 

Force 

Farce 

Proposed Contrac t Size 
Smallest Largest 

0.2 NA 

;>.2. 7 32 . 7 

1.1 9. 7 

NA NA 

NA NA 

NA NA 

Reasons for Exemption 
from ICB ' 

Small, scattered, 
seasonal 

Smal1 works md wcper-
imce in similar works 

- ditto -

Results of ICB 
(Nationality and total 

contracts won for each t;ype of work 

Malaysian (2) 17.9 

Philippines 

Bids invited 

Italian 28.4 

N o t e s 

* Equipment $2. 5 million 
additional . 



Project Dat a 
(Count ry, Project, 
Loan/Credit No ., Dat e ) 

~ 

Khanabad Irrigation 
IDA 248-AF FY71 
June 11, 1971 
US$ 4. 7 million 
(AGPD2) 

Drainage Project 
IDA 168-CE FY70 
November 13 , 1969 
US$ 2. 5 million 
(AGPDl) 

Mahaweli Ganj a Development 
IBRD 653CE FY70 
US$ 14. 5 million 
IDA 174CE FY70 
US$ 14.5 million 
J anuary 30, 1970 
(AGPDl ) 

T&rai Seeds 
IBRD 614- IN FY69 
June lR, 1971 
US$ 13 million 
(AGPG2) 

Kadana Irrigation 
IDA 176- IN FY70 
February 9, 1970 
US$ 35 million 

(AGPD2) 

Andhra Pradesh Agr ic . Cr. 
IDA 226- IN FY71 
J anuary 8, 1971 
US$ 24.4 million 
(AGPCR) 

Ghazvin Irrigation 
IBRD 517- IRN FY68 
October 17 , 1967 
US$ 20 million 
(AGPDl) 

De z Irriga~ion I 
IBRD 594- IRN FY69 
April 18, 1969 
US$ 30 million 
(AGPDl ) 

Chandpur II I rrigation 
IDA 184- PAX FY70 
May 14, 1970 
US$ 13 million 
(Appraiseil by AGPD2, 
t ransferred to SPPEP) 

Financing US$ 
Tot al Bank{ IDA 
~ Financing 

4. 7 3 .3 

3. 6 0 . 9 

32.9 14.9 

8 . 7 1. 0• 

51.1* 32.5* 

9.8 5 . 2 

16.5* 3 . 7* 

51.6 13. 2 

9 .1* 6.7' 

Principal Type of Work 

Weir and canals 4 . 7 

Drains, roads 3.6 

Dam 16 . 7 
Canals etc. 11.1 
Weir, 
river protection 
etc. 5.1 

Buildings 2.1 
Land levelling 3 . 7* 

I r rigation canals 2.9 

Dam 15. 0 

Canals, drains, roads 30. 5 

Land levelling 5 . 6 

Land levelling 9 . 8 

Irrigation system and 
10 . 6 buildings 

Buildings 5-9 

Canals, drains 37.2 
Land leveling 8. 4 
Roads & Buildings 6 . 0 

Regula tors 2 . 1 

Embankments, buildings 4. 5* 

Dredging l. 9 • 

AGRICULTURE PROJECTS DEPARTMENT 

MAJOR CIVIL WORKS ELEMEN'£ti IN IBRD/IDA PROJECTS 

(In US$ million) 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

Local and force 

ICB 
ICB 

Local or force 

Local 
Local 

Local 

Local and force 

Local and/ or force 

Force 

Local 

ICB 

Local and f orce 

ICB 

ICB 
ICB 

ICB 

Local 

Force 

Proposed Contract Size 
~ Largest 

4. 7 4 . 7 

NA NA 

16 . 7 16.7 
9 . 6 ll.l 

5.1 

NA NA 
NA NA 

NA NA 

15. 0 15.0 

30. 5 

5. 6 

NA NA 

0 . 2 NA 

NA NA 

0 . 2 NA 

2 . 7 2 . 7 

0 . 3 2 . 9 

1.9 

Results of ICB 
Reasons for Exemption 

from ICB 
(Nationality and total 

cont ract s won for each type of work) 

Not effective 

Small size of works 

Yugoslav 
Not awarded 

Small and scattered 

Small size of works 
Small scattered and seasonal 
for individual f armers 
NA 

Contract awarded pr ior to 
appra isal 

Contracts awarded and small 
scattered works 
Small and scattered 

Generally small and labor 
intensive wor ks on small 
f arms 

Iranian (2) 

Small nature of wor ks 

Ital(Iran 
Iranian 

Pakistan U) 

Small, insufficient int­
erest to foreign bidder s 
Existing department (EPWAPDA) 
forces exployed on ongoing 
project 

14.2 

1.4 

15. 4 
0 . 2 

3 . 1 

*Equipment US$6 . C! mill>.ou 
additional 

*Equipment US$2 . 5 
milli~n addi tio,al 

"Equ ipment US$7 million additional 

*Equipment US$ 2 million 
additional 



Project Data 
(Country, Project 
Loan/Credit No . Date} 

Rehab - Sebou Irrigation 
IBRD 643-MOR FY70 
Nov. 13, 1969 
US$ 46 million 
(AGPDl) 

Agricultural Research 
IBRD 768- SP FY7l 
June 1971 
US$ 12.7 million 
(AGPLK) 

Seyhan Irrigation II 
IBRD 587-TU, FY69 
US$ 12 million 
IDA 143-TU , FY69 
US$ 12 million 
Feb 18, 1969 
(AGPDl) 

Nile Delta Drainage 
IDA 181-UAR, FY70 
April 17, 1970 
US$ 26 milli:m 
(AGPD2) 

Fina!lcing (US~) 
Total Bank/ IDA 
~ Financing 

74.1 15.2 

C. ? 2 . 7 

41..6 9 . 3 

38 . 8 6 . '3 ' 

Prin cipal 'i'ype :>f Har k 

;lam 19 .4 

Pump s t ation . canal 
drains, land levell in., 
roads 54 . 7 

?.uildinc s 6 . 2 

r_: anals a=1d drains 29 . 2 

Land levellinr; 
draina,r.e, roads etc. ') . 9 

- ditto - 1.1 

New he ad works 0. 7 

0 & M facilities 0 . 7 

rump sta tions 

Drains 

AGRICUL~U:U.; PROJECTS DEPARTMENT 

MAJOR CIVIL WORKS· ELEMENTS IN IBRD/IDA PROJECTS 

(:Cn liS$ million) 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 
Proposed Contrac t Size Reasons for Exemption 

I CB 

I CB 

I CB 

r r· ~ 

F'orce 

Local 

Force 

Local 

I CB 

Local 

~ Largest from ICB 

1.0 

1.0 

NA 

NA 

1.0 

NA 

NA 

14.3 

NA 

NA 

NA 

NA 

NA 

Nt\ 

NA 

NA 

14.3 

NA 

Small nature of works 

Small nature of works 

Small nature at' works 

Small nature oi' works 

Excess capacity local 
contractors 

Results of ICB 
(National1 ty and total 

contracts won for each type of work 

French/Moroccan 15 .1 

Not awarded 

Turkey (6) 21.9 

Bids invited 

N 

*Equipment US$ 8.8 million 
additional 

*Equipment US$ 13.9 million 
additional 



AGRI CULTURE PROJECTS DEPARTMENT 

MAJOR CI VIL WORKS ELEMENTS IN IBRD/IDA PROJECT 

{In US$ million) 

Project Data Financing (US!k Prol!osed Procuremen t Resul t s of I CB 

{Count ry, Project, Total B fJJJA Principal Type of Work (Force Account, Local Compe- Proposed Contrac t Size Re asons f or Exempti on ( Na t ionali ty and total 

Loan/Credit No . 1 Date) ~ Financing ~ ~ titive Biddi.ng , or I CB) ~ La r ge s t from I CB contrac t s won fo r each type of work) ~ 

~ 

Sea Defence 4.6 3.1* Sea defences 4.6 I CB 0 .5 4. 6 UK 5. 7 x Equipment $0.22 million 

IBRD 559-GUA FY69 additional 

September 27, 1968 
US$ 5 million 
{appraised by AGPDl 
transferred to SPPEP) 

~ 

Rio Colorado Irrigation 82.9 25.0 Canals, drains, 66.3 ICB 1.5 NA ~lexican (18 ) 39.4 

IBRD 527-ME FY68 roads, buildings 
January 26, 1968 Canals, drains, 16. 6 Local NA NA Long established practice 

US$ 25 · million roads, buildings accepted in previous Bank 

(AGPDl) financed projects 

Livestock and Agricultural 
Development 10.0 4.5 Irrigation and other 10.0 Local NA NA Small a nd scattered works 

IBRD 610-ME FY69 rural works and phasing of loans to sub-

June, 1969 borrowers 

US$ 65 million 
(AGPLK) 

Livestock and Agricultural 
4.5 Local NA NA Small nature of works and 

Development 4.5 2.0 Construction rural 

IBRD 747-ME FY71 works 
phasing of loans to sub-
borrowers 

June, 1971 
US$ 75 million 
(AGPLK) 

TRINIDAD & TOBAGO 

Crown Lands Developnent 4.0 3.1 Buildings and 2.7 Local NA NA None given 

IBRD 486-TR Fy67 Facilities 
March 10, 1967 Land Clearance 1.3 Local and J'orce NA NA Small nature ::>f w::>r ks 

US.$ 5.0 million 
{AGP G2 ) 

~ 

Atlantica No 3 Irrigation 5.6 4.9 Irrigation and 5. 6 I CB NA NA C::>l::>mbian ( 4 ) 3 . 7 

IBRD 502-CO FY67 flood protecti on 

June 29, 1967 
US$ 9 million 
(AGPDl) 

Caqueta Land Settlement 9.6 5.1 Roa.ds 6.6 I CB 0 . 2 1. 9 C.olom!, i an ( 1 ) 1. 5 

IBRD 739-CO FY71 Land clearing 0 . 9 Local 0 . 1 0 . 3 Pr::> ~ect l oca t. i ::>n and si.ze ::>f 

May 28, 1971 
c::>nt.ract 

US$ 8 .1 million Buildings etc. 2.1 Local 0 . 1 0.3 Pr ::>,i e ct l oca l Llll aC~d s i ze ::>f 

(AGPDl) 
c::>C~trac1 



Pro teet Data 
(Country, Project 

lmtn/Credit No., Date) 

Loan 468-JM 
September 30, 1966 

Credit 102-KAI 
Kay 4, 1967 

Loan 599-KA 
Kay 23, 1969 

TANZANIA II 

Credit 149-TA 
Kay 29, 1969 

Loan 718-IRN 
December l8, 1970 

ETHIOPIA 11 

Credit 243•ET 
Kay 6. 1971 

Loan 691-CHA 
June 19, 1971 

Loan 748-TU 

Juu 19, 1971 

Credit 93-JCE* 
Auguat 19, 1966 

Loan 5 10-KAG 
August 23, 1967 

Credit 122-SU 
June 24, 1968 

Credit 124-EC 
June 27, 1968 

SIEIUU\ LEONE 

Credit 170-SL 
January 5, 1970 

Financing (US$) 
Total Bank 

13.3 9.5 

4.8 4.3 

10.8 5. 7 

5.2 3.4 

29.2 8.5 

8.4 -2.2 

5.9 1.0 

3.9 0.4 

6.0 7.0** 

4.15 3.0 

10.2 4.5 

6.1 1.35 

3.3 1.9 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Type of Work 

Schools Construction 
& Site Development 13.3 

Schools Construction 
& Site Development 4.1! 

Schools Construction 
& Site Development 10.8 

Schools Construc-tion 
& Site Development 5.2 

Schools Construction 
& .Site Development 29.2 

Schools Construction 
& Site Development 8.4 

Schools Construction 
& Site Development 5.9 

Schools Construction 
& Site Development 3.9 

Schools Construction 
& Site Development 6.0 

Schools Construction 
& Site Development 4.15 

Schools Construction 
& Site Development 10.2 

Schools Construction 
& Site Development 6.1 

Schools Construction 3.3 
& Site Development 

(I n US$ m i l l i o n) 

EDUCATION PROJECTS DEPARTMENT 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding or ICB) 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

Proposed Contract S ize 

0.05 9.5 

0.3 1.2 

0.3 0. 7 

0.03 2.0 

0.5 4.5 

0.02 1.4 

0.05 1.5 

0.4 1.3 

0.06 0.4 

0.11 3.6 

1.3 4.6 

0.35 1.6 

0.06 1.0 

Reasons for Exemption 
from ICB 

Results of ICB (US$) 
(Nationality and Total 

Contracts Won for Each Type of Work) 

Canadian 
Local 

Local 

Local 

Local 

11.3 
3.1. 

5.0 

4.0 

3.2 

No contract .awards to date. 

"No contract award• to date. 

No contract awards to date. 

No contract awards to date. 

·Local 

French 
Local 

6.0 

3.6 
0.4 

No contract awards to date. 

Gennan 
Loca l 

0. 35 
1.22 

No contract awards to date. 

N o t e s 

* Fully disbursed. 
** Project composition revised. 



M A J 0 R C IV I L W 0 R K S ELEMENTS I N BANK[IDA PROJECTS 

(I n US$ m 1 1 1 I o n) 

EDUCATION PROJECTS DEPARTMENT 

. Project Data Financing (US~} Princieal TXJ!e of Work Proeosed Procurement Proeosed Contract Size Results of ICB (US~} 
(Country, Project Total Bank (Force Account, Local Com.,.e- Reasons for Exemption (Nationality and Total 

Loan/Credit No., Date) Cost Financing ~ ~ titive Bidding or ICB} Smallest Largest from ICB Contracts Won for Each Tyoe of Work) N o t e s 

TRINIDAD & TOBAGO 

Loan 564-TR Schools Construction Not identifiable, 

October 16, 1968 13.6 4.5 & Site Development 13.6 ICB 0 . 5 3.2 Information requested. 

~ 

Loan 576-GU Schools Construction 
December 16, 1968 8.6 3.9 & Site Development 8.6 ICB 0.05 0.8 No contract awards to date. 

~ 

Loan 583-GUA 3.5 2.9 Schools Construction 
Credit 139-GUA 3.5 2.9 & Site Development 7.0 lCB 0.8 6.4 No contract awards to date. 
January 31, 1969 

CAMEROON 

Credit 161-~ Schools Construction 
September 23, 1969 10.3 6.9 & Site Development 10.3 ICB 0.2 1.5 No contcact awards to date. 

IVORY COAST 

Loan 667-IVC Schools Construction 
April 27, 1970 11.0 4.15 & Site Development 11.0 ICB 0.2 11.0 No contract awards to date. 

!B!ILll 

Credit 185-KE Schools Construction 
May 20, 1970 5. 7 2.94 & Site Development 5. 7 ICB 0.01 1.5 Local 0.02 

~ 

Loan 699-SP School• Construction 
June 30, 1970 16.5 7.6 & Site Development 16.5 ICB 0.2 3.6 No contract awards to date. 

~ 

Loan 711-GR Schools Construction 
November 5, 1970 12.2 3.8 & Site Development 12.2 ICB 1.8 2.6 No contract awards to date. 

DC»>INICAN IIEPUBLIC 

Credit 235-00 Schools Construction 
February 18, 1971 5.0 1.53 & Site Development 5.0 ICB 0.1 1.0 No contract awards to date. 

~ 

Loan 755-BR Schools Construction 

June 21, 1971 10.5 3.5 & Site Development 10.5 ICB 0.04 L5 No contract awards to date. 

TUNISIA...!!. 

Credit 94-TUN Schools Construction 
September 16, 1966 11.8 6. 7 & Site lleve lopment 11.8 ICB 0.20 1.62 I.ocal 10.34 

UGANDA I 

Credit 101-UG Schools Construction Kenyan 2.04 

April 21, 1967 11.6 B. 2 & Site Development 11.6 ICB 0.10 0.53 Local 10.01 



ProJect Data 
(Country, Project, 

Loan/Credit No., Date) 

NICARAGUA I 

Loan 532-NI 
April 10, 1968 

Loan 552-CO 
July 31, 1968 

Loan 592-ZA 
April 11, 1969 

Credit 151-KO 
June 4, l969 

Loan 645-ZA 
November 20, 1969 

Loan 668-CH 
M.'l¥· 7. 1970 

COL<MBIA II 

Loan 679-CO 
June 4, 1970 

Financing (US$) 
Total Bank 

6.3 2.4 

9. 9 3.5 

27.7 8.8 

16.8 4.6 

6.4 3.8 

10.5 3.4 

8.0 2.4 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Tvpe of Work 

Schools Construction 
& Site Development 

Schools Construction 
& Site Development 

Schools Construction 

6.3 

9.9 

& Site Development 27.7 

Schools Construction 
& Site Development 16.8 

Schools Construction 
& Site Development 6.4 

Schools Construct ion 
& S l te Development 10.5 

Schools Construction 
& Site Development 8.0 

(I n US$ m i 1 1 i o n) 

EDUCATION PROJECTS DEPARTMENT 

Proposed Procuremen't 
(Force Account, Local Compe­

titive Bidding or ICB) 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

Proposed Contract Size 

0.05 2.6 

0.06 1.1 

0.03 1.01 

0.09 0.96 

o. 20 2.46 

0 . 04 2.5 

0.06 1.0 

Reasons for Exempt ion 
from ICB 

Results of ICB (US$) 
(Nationality and Total 

Contracts Won for Each Type of Work) 

Local 

Local 

Ugandan 
Yugoslav 

Local 

Local 

1.3 

7. 74 

0.04 
0.04 

1.86* 

4.38 

No contract s awarded to date . 

Local 4.21 

N o t e s 

* In the procus of awarding. 



ProJect Data Financing (US$} 
(Country, Project 

Loan/Credit No. Date ) 
Total Bank 
Cost F i nancing 

Second Power Sector Program 52.0 
Loan 544-KE ($90 mil.) 
June 28, 1968 

E 1 Chocon Power · Project 
Loan 557-AR ($82 mil.) 
December 19, 1968 

67.8 

Second Segba Power Project 55.3 
Loan 525-AR ($55 mil.) 
January 2~, 1968 

Third Segba Power Project 132.3 
Loan 644-AR ( $60 mi 1. ) 
November 14, 1969 

Second ENDE Power Project 
Cred i t 148-BO ($7 . 4 mil. ) 
April 28, 1969 

5. 7 

Second Power Sector Project 7.4 
Loan 543-NI ($15.25 mil . ) 
June 21, 1968 

Rio Li ndo Hydroelectric 14 .6 
Project 
Loan 541-HO ($7.5 mi l. ) 
Credit ll6-HO ($4.0 mi l.) 
June 12, 1968 

13.0 

36.6 

9.4 

16.4 

3. 7 

4.2 

6.9 

MAJOR CIV IL WOR K S E L EMENTS I N B ANK/ ID A PROJE C TS 

Principal Tvoe of Work 

Diversion works - N.A. 
Dam spillway 
Pressure tunnel 
Small substations 

Earth filled dam, 
powerhouse founda-
tion, intake works, 
tunnel tailrace 
channel, spillway 

Foundation for 
boiler and turbo-
generator, building, 
etc. 

Small substations 
Laying of 132 KV 
cables 

Laying of medium and 
low voltage cables 

Small substations 
Small substations 

Overhead lines & 
trans format ion 
centers 

Laying of 132 KV 
medium and low 
voltage cables 

Substations 

Press ure tunnel 
surge tank, 
pressure shaf t 
powerhouse 

Dam, tunnel 
powerhouse 

Power plant s , 
civil works 

Penstock ( supply 
i nstallation) 

& 

67 . 8 

1.4 
12.1 

39.4 

2.4 

) 
) 
) 
) 132.3 
) 
) 
) 

5 . 7 

7. 4 

10 .5 

4. 1 

(I n US$ m i 1 1 i o n ) 

PUBLIC UTILITIES DEPAR T M EN T 

Proposed Procurement 
(Force Account, Local Compe • 

tit i ve Bi dding or ICB} 

ICB 
ICB 
ICB 
ICB 

ICB 

ICB 
ICB 

ICB 

ICB 

ICB 

ICB 

ICB 
ICB 

I CB 

ICB 

ICB 

ICB 

P 0 WE R 

Proposed Contract S i ze 

S i ngle contract 
s ; ngle contract 
S i ngle contract 

N.A. 

Single contract 

0.39 

0.37 

0.03 

0.08 
0.24 

1.4 
N.A. 

N. A. 

6 .0 

8 . 8 

10.35 

2.25 

0.89 

0.51 

0.48 

0 . 545 
1.2 

Result s of ICB (US$ } 
Reasons for Exemption (Nat i onality and To tal 

from ICB Contracts Won f or Each Tyee of Work) 

Local 
Local 
Local 
Local 

Italy-Argent ina 
(bidding results 
available fnr 
appraisal report) 

Germany 
Local 

Local 

Local 

Local 

Local 
Local 

Brazi lian 

Italian 
(consort i um) 

Ge rman - S\.·i ~ 'f. 

cons ~"' r t it::·· 

Au:'tr :.l. :: 

21.5 
2.3 
2.9 

12.9 

67.8 

1.4 
12.1 

24.1 

2.4* 

5. 6* 

9. 7* 
4 . 2* 

6 .0 

s.s 

~ \' . 35 

~ . 25 

N o t e s 

* Includes IBRD approved contracts 
and contracts let locally 
without IBRD approval. 

* 45 contracts until now approved. 

* 43 contracts until now approved. 
* 9 contracts until now approved. 



Pro !ect Data 
(Country, Project 

Loan/Credit No,, Date) 

Third Power Project 
Loan 631-CR ($12 mil,) 
July 10, 1969 

p~ 

Second Power Project 
Loan 66-1-PAN ($20 mil.) 
March 16, 1970 

Financing (US$) 
Total Bank 
Cost Financing 

16.5 7.3 

25.0 15.0 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Type of Work 

Road 
Dam 
Tunnel 
Small substations 

Total 

Dam, powerhouse 
and roads 

1.6 
1.1 
5.8 
~ 
16.5 

25.0 

(I n US$ m i 1 1 i o n) 

PUBLIC UTILITIES DEPARTMENT 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

F.A, 

ICB 

P 0 WE R 

Proposed Contract Size 

25.0 

Reasons for Exemption 
from ICB 

Borrower is on notice 
that next project must 
be constructed by 
contract after ICB. 

Results of ICB (US$) 
(Nationality and Total 

Contracts Won for Each Type of Work) 

Yugoslav 25.2 

N o t e s 



Project Data 
(Country, Project, 

Loan/Credit No., Date) 

Fincha Hydroelectric 
Project 

'i96-ET 
$2.).1 
~ 9, 1969 

Kidatu Hydroelectric 
Project 

115-TA 
$.)0.0 
Dectllllber 14, 1970 

Iamburu Hydroelectric 
Project 

745-D 
$2.).0 
Jul,y 7, 1911 

~ 

Shashe 
Infrastructure Project 

(Power, Water, Roads 
Railway & Township) 

776-JJr 
$.)2.0 
June .30, 1971 

PIPUA lc HEW GUIJiEA 

Upper Ramu Hydroelectric 
Develop~~ent 

7.37-PNG 
$2.).0 
Mil¥ 26, 1971 

~ 

Iadincik II Hydroelectric 
Project 

62.3-TU 
$11.5 

June 27, 1969 

Financing 

9.5.3 

.31.81 19.94 

24.92 9 • .)8 

17 • .39 lJ.O 

13.19 8.81 

9 • .39 5.65 

M A J 0 R CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principle Type of Work 

!IE! ~ 

Road (Dam to Paver-
house) 

Reservoir & Da111 
Intake 
Tunnel and Penstock 
Powerhouse Structure 

1.3.09 

Dam & D1 version Works 
Poverstation, Tunnels & .)1.81 
Switchyard 

Access Road & Camps 

Access !loads 
Camp 
Diversion 
Spillway 
Daa 
Intake Structure 
Powerhouse 
Tailrace Tunnel & Channel 
Control House 
Substations 

(1) Shashe Works 
(2) Roads 
(.3) Railwa.ys 
(4)~ 

a Roads & Services 
(b) Houses 
{c) Govern~~ent 

Building & 
Health Center 

Buildings 
Access Shaft 
Tailrace Tunnel 
Pressure Shaft 
Machine Hall 
D1 version Weir 
Control Building 

Dam 
Intake 
Tunnel 
Surge Tank 
Valve Chamber & Penstock 
Powerhouse 
Switchyard 
Camp, Roads & Quarters 

24.92 

6 • .35 
2.52 
2.14 

1.84 
2.99 

1.55 

1J.l9 

9 • .39 

(In US$ million) 

PUBLIC 111'ILITIES DEPARTMENT - POWER II 

Proposed Procurentent 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

Proposed Contract Size 
Smallest Largest 

Single Contract 

Single Contract 

Single Contract 

4(c) 1.55 (l) 6 • .)5 

Single Contract 

Single Contract 

Reason for Exemption 
from ICB 

Results of ICB 
(Nationality and total 

contracts won for each tzye of work) 

Ital,y 

Joint Venture 
Sweden, UI & 
Netherlands 

Joint Venture 
Ger-.ny & 
Switzerland 

Joint Venture 
(l) UK 

Zambia 
(4) (b) UK 

1.3.92 

.35 • .3 

18.99 

4.77 

.).1 

Bids are not yet opened 

Turkey 1.3.82 
(Forei.gn exchange 
content $5.80 ) 



Project Data 
(Country, Project, 

Loan/Credit No., Date} 

Kariba North Hydroelectric 

Financing 
Total Biliik/IDA 
Cost Financing 

Project 34.1 20.6 
70l-7.A 
$So.s 
July 29' 1969 

Tedzani Power Project 
Cr. 178-KAI 
$S.2S 
February ll, 1970 

3.75 1.56 

MAJOR CIVIL 

Principle Type of Work 

!ZP! ~ 

Intake from existing dam 
and 6oo MW hydroelectric 34.1 
Poverstation Civil 
Construction 

Construction of the 
first stage (16MW} 
of a Hydroelectric 
Powerstation wit.h 
related substations 

3.75 

WORKS ELEMENTS IN BANK/IDA PROJECTS 

(In US$ million) 

PUBLIC UTILITIES DEPARTMENT - POWER II 

Proposed Procureftlellt 
(Force Account, Local Compe­

titive Bidding, or ICB} 

ICB 

ICB 

Proposed Contract Size 
Smallest Largest 

Single Contract 

Single Contract 

Reason for Exemption 
from ICB 

Results of ICB 
(Nationality and total 

contracts won for each type of work) 

UK 28.70 

UK 4.52 

* Loan amount $40.0 
Supple~~~ental loan of 
$10.5 requested. 



Project Data 
(Country, Project, 

Loan/Credit No., Date 

REPUBLIC OF CHINA 

Tachien Power Project 
574-CHA 
$50.0 
December 1968 

Tur lough Hill Pumped 
Storage Plant 

591-m 
Ull~5 
March 1969 

~ 

Financing 
Total BiUlk/IDA 
Cost Financing 

50.435 21.5 

1.4.278 5.6 

Guri Powerstatian Expansion42. 5 
629-VE 

15.8 

$31.0 
June 1969 

~ 

Maskellya Oya Proj ect 
Stage II U.83 5 . 2 

636-CE 
$21.0 
July 1969 

THAILAND 

Sirikit Power Project 11.5 8.0 
655-TH 
$46.5 
February 1970 

COLOMBIA 

Chivor Hydroelectric 
Project 79.8 ,32.4 

681-CO 
$52.3 
June 1970 

MAJOR CIVIL WORKS ELEME .NTS IN BANK/IDA PROJECTS 

(In US$ million) 

PUBLIC UTILITIES DEPARTMENT - POWER DIVISION III 

Principal Type of Work 
!IE! ~ 

Dam, tunnels,) 
Powerhouse, ) 
swi tcb.yard & ) 
penstocks ) 

Loti 
COilstruction of ) 
artificial upper ) 
reservoir ) 
Lot II ) 
Construction of ) 
underground power) 
house and asso- ) 
ciated works ) 

50.435 

1.4.276 

Construction of coffer ) 
dam, powerhouse, erection)42.5 
unit 4 & embedded parts ) 
unit 5 to 10, penstock ) 

Construction of diversion) 
dam, pressure tunnel & )ll.83 
powerhouse ) 

Powerhouse & associ- u.s 
ated civil works 

Rockfill dam 79.8 
spillway, tunnels 
and powerhouse 

Proposed Procurement 
(Force Account, Local Coq>e­

titive Bidding, or ICB) 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

Proposed Contract Size 
Smallest Largest 

50.435 

14.278 

42.5 

11.83 

11.5 

79 .6 

Results of ICB 
Reason for Exeq>tion 

from ICB 
(Nationality and total 

contracts won for each tYpe of work) 

NOTE: Only one bid from 

Japan/Italy 

Loti 
Germany 

Lot II 
Germany 

local consortium vas re- Local Consortium 
ceived & award made for 
major civil works. Award 
for Coffer dam, however, 
vas made on cost plus fee 
basis as price bid was hi·gher 
than cost estimates. Certain 
equipment were deleted, bid 
price being higher coq>ared 
to estimates. Fresh bids have 
been issued for these items. 

Local 

Italy 

Italy 

46.304 

5.515 

29.37 

7.399 

10.482 

59.094 



Project Data 
(Country, Project, 

Loan/Credit No. Date) 

Power and Water Project 
Loan 503-SI (Part II 
Water Supply only) 
July 5, 1967 

Sewerage Project 
Loan 547-SI 
July 3, 1968 

Ibar Multipurpose 
Water Project 
Loan 777-YU 
June 30, 1971 

Kuala Lumpur Water 
Supply Project 
Loan 561-MA 
September 27, 1968 

JAMAICA 

Kin~ston Water Supply 
... "~roJect 
Loan 598-JM 
May 14, 1969 

Financing (US$) 
Total Bank 
Cost Financing 

7.9 1.7 

17.3 3.0 

83.0 36.5 

3.3 0.8 

3.5 0.12 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Type of Work 

Dam, ancillary 
structures, roads 
& misc. site work 3. 7 

Intake, pumping 
station and treat-
ment plant structures 1.2 

Pipelines 3.0 

Construction of sewers 
and some pumping 
stations 13.5 

Sewage treatment 
plant structures 
and site work 3.8 

Dams 29.4 
Hydroelectric plant 3.5 
Major conduits 30.2 

Pump stations 1.0 
Irrigation and 
drainage nets 14.7 

Roads, land leve 11 ing 
tile drainage and 
eros ion contro 1 4. 2 

River works, water 
treatment plant and 
service reservoir 
construction 2.3 

Pipe laying works 1.0 

Pipelaying works 2.5 
Construction of 

access road, intake 
& pumphouses & 
service reservoirs 1.0 

(I n US$ m i 1 l i o n) 

PUBLIC UTILITIES DEPARTMENT 

WATER SUPPLY 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

ICB 
ICB 

ICB 

ICB 

ICB 
ICB 
ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

Proposed Contract Size 

0. 2 

0.1 
0.01 

0.01 

0.18 

1.5 

3.0 

0.2 

0.2 

0. 2 

3.5 

3.5 

0.5 
0. 33 

2. 7 

3.8 

27. 7 

* 20.0 

1.0 

11. 2* 

1.7 

one contract 2. 3 

0. 24 0. 3 

one contract 2.5 

0.04 0. 3 

Reasons for Exempt ion 
from ICB 

Results of ICB (US$) 
(Nationality and Total 

Coot racts Won for Each Type of Work ) 

Local 

Local 
Local 

Local 

Local 

Local 

3. 7 

1.2 
3.0 

10.8 

3.8 

1.5 * 
No contracts awarded to date. 
No contracts awarded to date. 

No contracts awarded to date. 

No contracts awarded to date. 

No contracts awarded to date. 

Local 
Local 

Local 
L::>cal 

Local 

Venezue lan/UK 

Local 
Local 
Local 
Local 

2.4* 

0.4** 

0. 24 

2.14 

0.3 
0.1 
0.04 
0.08 

N o t e s 

* No foreign bids received. 

* It is possible that certain 
works may be subject to merged 
bidding to make large contracts. 
e. g. major conduits and irriga­
tion and drainage nets. 

* It is possible that certain 
works may be subject to merged 
bidding to make large contracts, 
e. g. major conduits and irriga­
tion and drainage nets. 

* Contract for $1.8 mil. was 
abandoned by contractor after 
$0.6 mil. was spent and was 
retendered for completion of 
works; the total contract amount 
after retendering is shown. 

** Contract for about $0.3 mil. was 
abandoned by contractor after 
$0.07 mil. was spent and was re­
tendered for completion of works; 
the total contract amount after 
retendering is shown. 



ProJect Data 
(Country, Project 

Loan/Credit No., Date) 

Nairobi Water Supply 
Project 
Loan 714-KE 
December 11, 1970 

Accra/Tema Water Supply 
and Sewerage Project 
Credit 160-GH 
August 28, 1969 

Financing (US$) 
Total Bank 
Cost Financing 

5.0 0.5 

3.0 o. 83 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Type of Work 

Pipelaying works 

Construction of 
treatment plant, 
river intake, pump­
ing stat ion and 
service reservoirs 

2.6 

2.4 

Laying of water mains 1. 5 

Construction of sewage 
pumping station and 
laying of sewers 1. 5 

(I n US$ m i 1 1 i o n) 

PUBLIC UTILITIES DEPARTMENT 

WATER SUPPLY 

Proposed Procurement Proposed Contract Size 
(Force Account, Local Compe-

titive Bidding ICB) 

ICB 0.2 1.2 

ICB 0.1 1.7 

ICB 0.3 0.8 

ICB 0. 3 1.5 

Reasons for Exempt ion 
from ICB 

Results of ICB (US$) 
(Nationality and Total 

Contracts Won for Each Type of Work) 

Yugoslav 
Yugoslav 

l. 75 
0.23 

French 0. 36 
(about 65% of this contract 
for ci vi 1 works item) * 

Kenyan 0.15 

Israeli 0.8* 

Israel i 2. 2* 

N o t e s 

* Estimated civil works component 
of a supply and erect contract 
awarded to this contractor. 

* The amount shown i s for the 
civil works part of a larger supply 
and civil works contract 
awarded to the same contractor. 

* The amount shown is for the 
civil works part of a larger supply 
and civil works contract 
awarded to the same contractor. 



M A J 0 R C I V I L WORKS ELEMENTS I N BANK / IDA P R OJECTS 

{In US$ million) 

PUBLIC UTILI'TIES DEPARTMENT - WATER SUPPLY II 

Project Data Financine: Pr!!j!osed Procurement Results of ICB 
(Country, Project, Total Bani</ IDA Princiele !rl!! of Work (Force Account, Local Compe- Proeosed Contract Size Reason for Exemption (Nationality and total 

Loan/Credit llo. 1 Date2 ~ Financine: !n!! Amount titive Biddine: 1 or ICB) Smallest Largest from ICB contracts von !or each SlJ!e of work) ~ 

TUNISIA 

First Water Supply 
Project 11.9 3.36 Pipe ~g and 9.25 ICB 1.92 4.4L French 4.4L 

581-TUII related works Tunisian 1.92 
January 1970 Distribution System 2.65 ICB 0.13 o.54 French 0.1) 

Tunisian 1.40 

COLOMBIA 

Bogota Water Supply 
Project 9.64 * 1.6 Pipeline installa- L.56 ICB 3.6 US (using Colombian 4.5 * Amended to exclude 

536-CO tion 
June 1966 

sub-contractors) supply contract. 

Treatlllent & l'uq>ing 
Colombi~ Plant Construction 2.26 ICB 1.0 0.5 2.5 

Storage Tank Con-
struction 1.56 ICB 1.3 Colombian 0.9 

Distribution Pipe 
Installation 1.20 ICB 0.2 Colombian 1.6 

Access Road Con-
struction 0.24 lCB 0.2 Colombian 1.1 

9.64 

TUNISIA 

Second Water Supply 
Project 12.6 3.30 Installation of 12.6 ICB 0.1 2.5 Under Bidding 

Cr. 209-TUII pipes and con-
July 1970 struction of related 

structures 

~ 

Sao Paulo Water Supply 
Project 16.0 3.6 Installation of 14.5 ICB 0.03 o.L Bid documents under 

Loan 757-BR pipes in distribution preparation 
June 1971 system 

Reservoirs 3.5 ICB 0.1 0.7 Bid documents under 
preparation 

BRAZIL, 

Sao Paulo Pollution 
Control Project 61.6 6.6 Interceptors 35.3 ICB 0.6 13.0 Final Design not completed 

Loan 758-BR Pwoping stations ll.O ICB 0.2 1.6 
June 1971 Tunnel and force 

main 15.5 ICB 6.5 15.0 

COLOMBIA 

Cali Water Supply Project 16.8 6.9 Treatlllent, pumping L.o ICB o.s 3.2 Under design 
Loan 662-CO & storage 
June 1970 Supply and distribution 4.1 ICB 0.3 2.L Under design 

Interceptors & pumping 1.1 ICB 0.2 o. 7 Under design 
Severs 2.8 ICB 0.2 1.2 Colombian 0.6 

rest under design 
House (1.6 ICB NA 

Connections (1.2 FA NA 
Canals 1.8 ICB 0.1 1. 0 Under design 

~ 
COLOMBIA 

Second Bogota Water Supply 
Project 63.60 46.0 Tunnel construction 39.L ICB 30. 0 Bid analysis underway; among three 

Loan 741-CO lowest bidders are US/Colombian 
May 1971 German and Yugoslavian contractors 

Dam construction 9.0 ICB 0 . 5 7 . o Bidding for most of other contracts 
Pipelines 2. 0 ICB 0. 2 1. 5 scheduled only in 1913 and thereafter 
Treatment plant L. o ICB 0 . 2 2. 0 
Access roads 1.2 ICB 0 . 2 0.5 
Major distribution 5.6 ICB 0 . 2 1.5 
Minor distribution 2.L ICB 0 . 01 0 . 25 Only civil works contracts costing 

US$50 , CXJO or less would be exempted 
from ICB 



MAJOR C IV I L WORKS ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ million) 

TRANSPORTATiotiPPROJECTS DEPARTMEIIT 

ProJect Data Financins ~u~ Pro2osed Procurenaent Results ot ICB 
(Country, Project, fotai IDA Princil!le !z:J2e of Work (Force Account, Locil Coq:>e- Pro!osed Contract Size Reasons tor Exemption (Nationality and tot&! 

Loan/Credit No. 1 Datel £!!.!!.._ Finane ins !ll2! Allount titive Biddin&z or ICBl Sma lest Larsest from ICB contracts von !or each tll!e of work~ ~ 
F"!l967 

HONDURAS 

Western HigbvtQ" Paving 
Project u.s 7.8 Road paving u.s ICB u.s Venezuelan/Italian 9.1 

Loan 49S-HO 
Kay 26, 1967 

~ 

Road Project 44.7 16.8 Road construction 31 .) ICB 1.6 S.4 Iraqi 27.1 * * Estillla ted final or 
Loan 4S7-IRQ Yugoslav 4.2 * revised coat. 
July 22 J 1966 

Road bridge construe-
tioo 7.4 ICB 2.9 4.S Yugoslav ). 7 

Finland 2.1 

~ 

Agricultural Roads Project 6.9 4. 7 Road construction 6.h ICB o.os * 6.4 * Kenyan o.os * Actual size of contract 
Credit 104-KE Bl"itish 6.4 awarded ( eatiaated final 
Kay 11, 1967 or revised coat indicated 

where available). 

Prel:iminary grading 
and drainage works o.s FA/LCB o.s Urgent works ·to gain 

{counted as FA ooly) access to ar.... t.o be 
developed 

~ ' Road Project U.8 9.2 Road construction u.8 ICB U.8 French 9.9 * * Estimated final or 
90-KAG revised cost. 
August 2, 1966 

TRDIDAD I< TOBAGO 

HighVIQ" Project 16.6 6.) Road construction 0.6 LCB 0.6 Portion of project 
Loan 497-TR financed and CODqlleted 
June 2, 1967 by Governnaent prior to 

approval of Bank loan 

1.6 ICB 1.6 Trinidad & Tobago 1.6 * * Contract awarded by 
Go:vern.nt prior to 
Bank loan approval •"ith 
Bank retroactively 
financing certain pay-
111ents due after Jan,l967. 

14.4 ICB ).0 U.l Bl"itish U.J * * Esti.Juted final or 
revised cost. 

YUGOSLAVIA 
Second HigbVIQ" Project 18.7 9-5 Road construction 18.7 ICB 0.8 U.9 Yugoslav 17.4 * * Esti111!lted final or 
Loan 48S-YU revised cost. 
February 24, 1967 

ZAMBIA 

HigbV!Q" Project 26.S 16.4 Road construction 26.S ICB 1.0 10.7 British 1.0 ) 
Loan 469-ZA Yugoslav ).9 ) * * Estimated final or 
October 4, 1966 Italian 11.1 ) revised cost. 

German 7.6 ) 



MAJOR C IV I L W 0 R K S ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ million} 

TRANSPORTATION PROJECTS DEPARTMENT 

ProJect Data Financins ~u~ Prol!osed Procurement Results of ICB 
(Country, Project, Total IDA Princi12le !n!e of Work (Force Account, Local Co~~~pe- K:n::~ contrf2s!!~e Reasons for Exe~~~ption (Nationality and total 

Loan/Credit No. 1 Date) £2!!_ Financins !l!!! ~ titive Biddin~1 or ICB) from ICB contracts von for each tZEe of work) ~ 
FI1968 
~ 

Fourth Higbvq Project .37.3 26.0 Road construction 33.5 ICB 13.3 20.2 Gerun 19.0 
Loan 523-ET a. Cr. lll-r:r Ital,y /Sweden 12.0 
Jan11&17 15, 1968 

Road paving 3.8 ICB 0.9 2.9 Sweden 3.1 

IVORY COAST 

~vS{2:;gect 4~8 3.4 Road construction 4.8 ICB 4.8 Israel/Ivory Coast 3.7. • lsti•ted final or 
reri.eed cost. 

J1111e 21, 1968 

!!!!! 
Second Higbva,y Project 13.6 9.2 Road construction 13.0 ICB 1.3• 5.0. British 1.7 • Actual size of cootract 
Ci-.120-IE Israeli 7.5 awarded ( estU.ted final 
JUDe 17, 1968 It~ 6.7 or revised cost indicated 

where a rulable). 

Road bridge construe-
tillll 0.6 ICB o.os. .12. (eJ17M 0.3 • Actual size of contract 

awarded ( estiaated final 
or revi"d coat indicatec 
were anUable). 

~ 

Higbv~ Project 12.5 10.4 Road construction 12.5 ICB 2.0 6.0 British 5.4. * Ori&iJI&l UIOIIDt of 
Cr. 112-MAI French/Portuguese 5 . 8 CODtract to South 
February 5, 1968 South African l.O• African conu.actor vu 

for US$ 2.0 aU11on. 
'l'his cOiltract vu ter-
llinated after partial 
c~letillll of work 
totallinc about US$1.0 
aU11on. 

!!!!1!22 
Third Road Project 69.2 25.0 Road cOilstruction 
Loan .528-ME 
January 26, 1968 

and illlprovelllent 65.4 ICB 2.2 4.3 Mexican 51.1 

Road bridge con-
struction 2.8 LCB 0.2 0.7 Extensive and highly 

specialized local road 
bridge c01111tructian 
industry 

Road traffic signs 
and miscellaneous 
works 1.0 LCB 1.0 Minor and specialized works 

unsuitable for ICB 

~ . 
Third Higbv~ Project 53.6 25.7 Road construct ion .53 .6 ICB s.o .. 8.9. Chinese 17.7 • Actual size of contract 
Loan .53.5-TH Italian/Swedish 10. 6 awarded (estimated final 
~ 23, 1968 Italian/Thai 17.3 or revised cost indi-

Danish/Thai 1.0 cated where available). 
- Slllallest of ei~t 

contracts awarded under 
the project except for 
one cmtract for bridge 
construction for about 
US$ 1.0 million. 

~ 

Roads Proj ect 6.1 4.6 Road construction 6 . 1 I CB o.s s. 7 I sraeli 5. 0 
Cr. 108-UG Ugandan 0.4 
July 28 J 1967 



MAJOR CIVIL WORitS ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ llli.llion) 

T!WISPORTATI(JI PHOJECTS DEPARTJmrr 

ProJect Data Finane!!!& ~u~ Pr!?Eosed Procur.-ent Relllllts of ICB 
(Col.Dltry, Project, Total IDA Princiele !;m!! of Work (Force Account, Local Co111pe- Pr!?Eosed Contract She Reason for Exenption (Natiorull.it;y and total 

Loan/Credit No. 1 Datel .22!1.. Financing !.m! ~ titive l.!!dding or ;!;CBl ~ Largest fr0111 ICB contracts von for each tll!e of vorlc ~ 

FI1969 ~ 

Second Road Project 40.5 20.2 Road COIUitruction 40.S ICB 1.7 8.9 Argentinan 33.6 
Loan 619-AR and paving 
J\Dle 24, 1969 

!!!m 
Higbvq Construction Project 59.9 23.9 Road construction 59.9 ICB 0.13 5.9 Brazilian so.o * * Jtatiated final or 
Loan 567-IR and paving Jruillan/French 2.7 * reYised coet. 
October 23, 1968 

£:.!.&. 
Rigb~ Project 5.2 3.9 Road reconstruction $.2 ICB 5.2 French 3.6 
Cr. U6-CA 
April 3, 1969 

~ 

Fifth Higbv~ Project 33.4 U.2 Road construction .32.1 ICB 1.1 7.8 ColOIIIbian 12.2 * * Part of six contracts 
Loan 550-CO and paving Cololllbian/U .S .A. 3.2 * totalling US$ 16.7 
Jill¥ 25, 1968 ColOIIIbian 17.S aillioo awarded prior 

to Bank loan appronl. 
Work relating to aaounts 
totalling US$ lO.S llli.lliar 
under these contracts 
included in project 
covered llllder the Bank 
loan. 

Road bridge con-
struction 1.3 ICB 1.3 ColOIIbian/German 1.3 * * Sue u above. 

COIIOO (10 

Technical Asst. Rigbvq 
Ada. Project 3.0 2.0 Road uintenance 3.0 ICB 0.6 1.0 Italian 2.4 

Cr. lS~-cJ; and rehabilitation 
JIIDe 9, 1969 

2!!2! 
Second Higb~ Project 4.9 3.7 Road construction 4.9 ICB 4.9 Italian 4.9 * * Esti.llated final or 
Loan 580-GA reYised cost. 
January 10, 1969 

~ 

Second Rigbv~ Project 10.9 7.6 Road construction 9.0 ICB 3.8 9.0 French 3.S 
Loan 570-MAG It Cr. 134-MAG Somalia/Italian 4 • .3 
Novelllber 12, 1968 

Road bridge con-
struction 1.9 ICB 1.9 French 2.0 

~ 

Second West Paldstan Higb-
vay Project 55.8 27.9 Road construction 48.8 ICB 10.0 2$.1 Cancelled from project 

Loan 578-PU 
December 20, 1968 

Road bridge con-
struction 7.0 ICB 7.0 Cancelled from project 



MAJOR C IV I L WORKS ELEY.ENTS IN IBRD/IDA PROJECTS 

(In 15$ ldillOil) 

'JRAIISPORV.TION PROJJCTS DEPAR'l'IIDft 

ProJect Data 1"1Jwwc1lls Pr!!Ji!oeed Procure.ant Relllllta of ICB 
(Country, Project, total Liik/IDi Prillcil!l.e !z1!! ot Work (Force AccOIUit, LOC&1 Cooape- ~oaed C011tract She Reaa011 tor !xe11ption (llatiOil&lity ana total 

LoaD/Credit llo. 1 Datal ~ 1'1DBc1n1 !l.l!! !!!!!!!!!!1 titiYe Bl.dd1ns1 or ICBl s-liest Larrst troll ICB contracts von tor each tll!! of vork ~ 

~ 

Sec011d Bi&h>fq Project 36.S 21.6 Road cOilStruction 36.S ICB s.s l9.S Ital.Un/Britiah/ 
Loan S86-U I< Cr. 142-TA aer-n 14.2 
February 24, 1969 Itallaii!Bri tiah 16.7 

~ 

Fourth Bigbn,y Project 40.8 18.6 Road COilStnlctiOil and 40.8 ICB 4.6 * 7.1 * Chill- 12.1. * Actual abe of CODtract 
Loan 626-TB illproY.-nt Itallan/'rhai 7.1 awarded { eati.ate<l final 
June 27, 1969 lo~ 6.6 or revi.aed coat illdicate<l 

Israeli 4.6 where aniable). 

~ 

Third High~ Project 41.8 18.9 Road CODatruction 40.8 ICB 2.4 7.S Veaeauelan 10.4 * * Includes three ccmtracta 
Loan 616-VI SpaDillh/Veanuelan 2.1 totallin& US$ ).) lliillon 
Juue 18, 1969 &llarded prior to apprOY&l 

or Bmk loan. liDk vill 
participate ODl,r ill pq-
-..ta totalliJI& US$ 0.6 
ldillon to be .ade attar 
Juue l, 1969. 

Road slope atabill-
aaticn and rea!-
forestation 1.0 LCB l.O Minor vorka uuauitable 

for ICB 

~ 

Third ·Hi&hw,y Project 71.4 28.6 Road construction 71.4 ICB ).1. * 24.7 * Yugoalav 71.4 .. * Actual abe or contract 
Loan 608-YU •arae<l {eatiatad fiD&l 
Juue S, 1969 or reYieed coat indicated 

vbere anilable). 
- htiate<l final or 

reYiaed c .. t. 

~ 

SecOild Bi&bwl" Project 16.2 ll.) Road COilStruction 16.2 ICB 8.0 8.2 Italian 9.0 * * latt.ated final or 
Loan S63-Z1 Itallaii/Britiah 9.2 * reYiaed coat. 
Octobar s. 1968 

~ 
~ 

Second Bi&h~ Conatrw:-
tiaa Project 212.2 84.9 Road ccmatruct1011 212.2 ICB 0.2 15.4 Brazilian 16).) * * htaated tiD&l or 

Loan 676-BR and paYing reYiaed c .. t. 
~~a,y 2S. 1970 

£!!!!!!Q! 

Bi&bva,y Project 20.8 15.4 Road conatnlction 20.6 ICB J.S 10.8 French 17.1 * * Avard or contracts 
Loan 66)-CK I< Cr. 180-CK approved by Bank but 
Karch 27. 1970 contracts M¥ not have 

been signed yet. 

~ 

Second Bigbwa,y Construe-
tion Project 21.0 9.S Road construction 21.0 ICB 0.8 1).0 Chilean/Spanish ).9 

Loan 688-CB 
June 10, 1970 



MAJOR CIVIL WORKS ELEMENTS IN IBRD/IDA PROJECTS 

{In US$ lllilllon) 

TRANSPORTATION PROJECTS IEPARTMM 

ProJect Data Fillanc!!!& Pr22osed Procure.att. Results o! ICB 
(Country, Project., Total BaiiiC/'Illl Princil!le :!'II!• o! Work (Force Account., Locel Co111pe- ~~ cont.raciJ~:t. Reaaon for !:xenpt.ion (Nat.1caa11t.y and total 

Loan/Credit. )lo. 1 Date~ ~ Fillancing !ll!! .bount. t.1t.1ve B1dd1ng1 or ICB troa ICB contracts voo !or each ~I!! of vorl< ~ 

~ 

Sixth Hipq Project. S8.9 )0.2 Roed construction 2.6 ICB 2.6 Colollbian 2.8 
LoUl 680-oo 
,_ 4, 1970 

and illlprov..-tt. 

Road bridge con-
st.ruct.ion 9.6 ICB 9.6 It.al1an/Colollbian 8.0 

Road paving 46.7 ICB 1.0 8.8 Colollbian 48.6 

~ 

Siquirru-I.i.&wl Hilbvq 

~oi64~ca . 16.5 u.s Road conat.ruct.ion 12.3 ICB 4.2 16.5 Italian/V enez11elan l9a9 

April 2, 1970 

Roed bridge con-
st.ruct.ion 4.2 ICB 4.2 16.S Italian/Venesuelan 19.9 

~ 

FifUI Road Project. 64.4 25.6 Road con.st.ruct.ion 64.4 ICB 2.6 13.2 Bids inVited tor port.iOil ot project. -
LoUl 697-IIUI no contract. uarda ...Se t.o date 
June 29, 1970 

!!!!! 
Third Hi~ Project. JJ.S 21.6 Roed COliS t.ruct.ion 31.5 ICB 0.4 4.0 Yugoslav 2.6 
LoUl 639-D ~ 5.3 
October 10, 1969 Israeli 7.3 

Qer.an ).0 
Italian 4.4 
Italian/Brit.isb 8.3 

llllproftMIIt. of 
aet.t.le~t. roads 2.0 FA 2.0 Tra1n1ng of local youUI 

c01111t.ruc t.ion unit. a 

!!lliQ. 

Fourth Road Project. 52.3 16.9 Road coost.ruet.ion h6.S ICB 1.) 6.9 Mexican 4.2 
LoUl 695-KI and illlprov-t Mexican 14.3 * •Anrd of cmt.raet.a 
June 26, 1970 approved by Bll1k but. 

coot.ract.a .;r not. have 
been aipd yet.. 

Roed bridge COil-

at.ruct.ion 5.1 U:B 0.12 0.8 Extensive and higllly 
specialized local road 
bridge const.ruct.icm 
industry 

Road traffic signa 
and 11iscellaneous 
vorka 0.7 U:B 0.7 Minor atd specialized 

vorks unsuitable for 
ICB 

~ 

Higllvq Project 16.8 10.9 Road construction 6.0 ICB 2. 7 4.2 French/Moroccan 6.9 
Loan 642-lllR & Cr. 167-lllR 
November 13, 1969 

Road illlprovement 7.2 ICB 0 . 4 0 . 9 Moroccan 6.5 

Road bridge con-
struct.ion 1.6 ICB 0. 3 1.2 

-



MAJOR C IV I L WORKS ELEMEBTS IN IBRD/IDA. PROJECTS 

(In US$ !Ullion) 

TIWiSPORTA.TION PROJECTS DEPA.RTMEIIT 

ProJect Data Financins Pr!!.(!osed Proeureaent Results of ICB 
(COIIIltey, Project, Total BaniCJIDA Princiele !.ll!!! of Work (Force Account, LOCal Co"Pe- Proeosed Contract Size Reason for Ex8111Ption (iatiClll&llty and total 

Loan/Credit lo. 1 Date~ ~ Fi.naneins .!n!! ~ titive Bidd1ns1 or ICB) ~ Larsest fro111 ICB contracts von for each tm of work~ ~ 

~ 

Bipwq Rehabilitation 
Project 14.2 6.S Road constructioo and 14.2 ICB l.S 14.2 Nigerian 2.4 

Lout 64Cl-111I rehabilitatioo Israeli 7.7 
llaftllber 6, 1969 French J-7 

~ 

Tranaport Rebabilitatioo 
Project 26.J * 12.J Road rehabilitation 26.J rca- o.6 s.s British/Italian ).2 * Project cootent revised 

Lout 694-UIII Italian 7.J substantially. Allount 
June 26, 1970 Wigerian 6.S indicated in Appraisal 

Report 1a Ollly US$16.6 
llilliOil. 

** Sliglltly IIIOdified ICB 
procedures were accepted 
for this project since 
Borrower had al.read7 

gm}:~Mf:n~for to 
lcnovledge of aftilability 
at .IIIDk O.IWlcing. lxcep-
tiooa to Bmlt'a nora). 
proeureMDt guidelines 
in this caaa were dia-
cuaaed durin& •etinp 
at the Board ot lxecuti ve 
Directors held 011 llq 19 
ud 26, 1970 at 'IIIlich 
tt. the BIIDk lou vaa 
approved, 

PAPUA. a. Bli GUDIU 

Hipvq Project 
Lout 69J-PMG a. Cr. 2011-PIIG 

10.7 7.0 Road cooatructioo 10.7 ICB 2.4 10.7 Australian 14.6 

June 24, 1970 

~ 

Bipvq Project 9.S 6.1 Road conatructi<lll 9.S ICB 9.S Italian/Belgian 4.S 
Cr. 196-RW 
June 17, 1970 

!!!!!!.!!! 
Second Road Project 13.6 9.S Road constructi<lll 13.6 ICB 0.4 J.O Italian/Sri tish 6 . ) 
Cr. 164-00 and reconstruction Italian J.O 
Septellber 29, 1969 British 2.0 

Ugandan 2.0 

~ 

Fourth Bichvll¥ Project 9J,J J8.J Road construction 9J.J ICB 1.6 .38. 7 Yugoslav 92.9 * * Estilllated final or 
Lout 676-YU revised cost. 
Mq 26, 1970 



MAJOR CIVIL W 0 R JC S ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ llilllon) 

TIWISPORTATI<Ii PllOJBCTS DEPA.R'l'MENT 

ProJect Data FiMncin& Pr!!:E!osed Procurement 
( Count.r;T, Project, Total lllniC/Illl Pr1nciJ2le !z:i:!! or Work (Force Accotmt, LOC&i Conope- ~::: ContracJr::: 

Results of ICB 
Loan/Credit Ro. 1 Datel ~ .Financins !l1!! ~ titive Bidd1n&1 or ICB2 Reason for Exe!lption (Rationality Nld tot&l 

troa ICB contracts von tor each tlJ)! ot vcrk) !..U...!....! 
FY1971 

!!!!!!!.!!! 
Third Rigbvq Project 138.0 62.1 Ri~vq constructioo 138.0 ICB 0.3 21.3 A.rgentinan 20.7 * * .brard ot cootracts 
Loan 734-.AR Nld i!lprovema~t approved by BUlk but 
Kq s. 1971 c011tracts ~ not haft 

been sicned yet. 

lli! 
Firat Higbvq Project 13.8 9.6 Road CQIIStruCtiOII 13.8 ICB $.8 13.8 Bids inVited - no contract awards 
Loan 771-FIJ -de to date 
Jtme 30, 1971 

~ 

Third Ri~va,y Project 33.8 13.0 Road constructioo 23.1 ICB 7.0 23.1 Fi.nlalld/Sveden 7.4 
Loan 723-FI Finland 1$.3 
Februa17 17, 1971 

:Road paving 10.7 ICB 0.13 10.7 Finland 9.3 

~ 

Riglurq Project 6.4 3.2 Road conatruction 6.4 ICB 0.4 2.9 Icelandie 3.1 
Loan 707-IC and i!lprov..ant Icelandie/Danish 2.S 
October 12, 1970 

~ 
Sec011d Hi~vq Project 38.7 2$.1 Road c011struction 38.7 ICB 12.1 13 • .) Bids not yet invited 
Cr. 260-DID 
June 24, 1971 

IVORY COAST 

Second Hi~vq Project 32.0 17.6 Road ccnstruction 32.0 It:B 4.9 l4.S Bids inVited - no contract uards 
Loan 761-IVC •de to date 
June 22, 1971 

~ 

Hi~ Project 
Cr. 262-JO 

7 . 1 4.6 Road constructicm 7.1 ICB 7.1 Bri tiah/ Jordanian 6.2 

Jtme 28, 1971 

~ 

Hi~va,y Project 86.9 41.0 Road construction 86.9 ICB 4.6 13.9 Bids inVited for a portion ot 
Loan 769-IO project - no cootract awards 
June 29, 1971 ll&de to date 

!!!!.!! 
Sac011d Higbvq Construction 
Project 6.6 4.6 Road construction 6.6 ICB 1.2 5.5 Bids invited - no contract awards 

Cr. 2.)1-RIR and i.Dprovement ll&de to date 
Janlllll7 29, 1971 

PHILIPPINES 

Highway Project 7.1 4.0 Road construction 7.1 ICB 3 . 5 7.1 Bids invited - no contract awards 
Loan 7.)1-PH l!lllde to date 
April 14, 1971 



Project Data 
(COuntry, Project, 

Loan/Credit Ho., Date) 

SDIIIlA UICD 

P1nt Hipra;r Project 7.0 
1.- 11.0-SL & Cr. 218-SL 
October 29, 1910 

!!!ill! 
Hi~ Project 
Loan 746-TUJI 
JUDe 9, 1911 

~ 

Fifth Higbvay Project 
Loan 751-IU 
JUDe 18, 1971 

.)8.8 

80.2 

Financillg 

4.6 

21.5 

30.S 

MAJ· OR CIVIL WORI:S ELEMENTS IN IBRD/IDA P R 0 J "E C T S 

Principle Type of Work 
liP.! ~ 

Road construction 7.0 

Road conatruction 23.3 

Bridge and culvert 5.5 
construction 

Road rehabilitation 
and resurfacing 10.0 

Preparator:r road 3.0 
construction wrks 

Road construction 77.2 

(In US$ .Ulion) 

TRANSPOOTATICII PROJECTS DEPARTMENT 

Proposed Procurement 
(Force Account, LOC&i COq>e­

titive Biddillg, or ICB) 
Prolled Contract Size 
~ Largest 

ICB 7.0 

ICB 3.9 7.4 

ICB 1.2 2.6 

ICB 0.4 1.0 

LCB 3.0 

ICB 1 . 2 32.9 

Reason for Exe111ption 
from ICB 

NUIIIerous 1111&11 vorlca 
unsuitable !or ICB 

Results o"! ICB 
(Nationall ty and total 

contracts von !or each t;rpe of work) 

Bids received - contract not yet 
-.rded 

Bida .iliVited for certain portiClll of 
vorka - no Clllltr&ct award •de to 
date 

Saae as above 

Bids not yet iliVited 

Bids not yet iliVited 



Financing (US$) 
Total Bank 

Loan/Credit No., Date) 

MALAGASY REPUBLIC 

Tamatave Port Project 
Credit 200-MAG 12.8 
June 19, 1970 

Second Port Project 
Loan 767-HO 
June 25, 1971 

Sabah Ports Project 
Loan 774-MA 
June 30, 1971 

7.5 

19.6 

Third Bangkok Port Project 19.4 
Loan 702-TH 
August 6, 1970 

7.0 

4.3 

14.3 

l1.3 

MAJOR CIVIL WO -RKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Tvpe of Work 

Breakwater exten. 6.3 
Pier extension 

& improvement 3.2 
Transit sheds & 

warehouses 1.5 
Improvement to 
storage areas, 
roads & railway 
tracks ...Q...i 

Total l1.5 

Deepwater tanker 
mooring, sea line, 
etc. 1.3 

Construction of 7.5 
deep-water wharves 
& related works 

Construction of 19.6 
deep-water and other 
berths, & transit 
sheds 

Construction of 19.4 
berths, transit 
sheds & ancillary 
works 

(I n US$ m i 1 1 i o n) 

TRANSPORTATION PROJECTS DEPARTMENT 

·Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

lCB 

lCB 

lCB 

ICB 

Proposed Contract Size 

11. 5 

1. 3 

3.1 4.4 

8.2 19.6 

19.4 

Reasons for Exemption 
from ICB 

Results of ICB (US$) 
(Nationality and Total 

Contracts Won for Each Type of Work) 

Bids invited; contract not yet awarded. 

Bids not yet invited. 

Loan not yet effective. 

Bids not yet invited. 

Bids invited; no contracts awarded 
to date. 

N o t e s 



ProJect Data Financing (US$) 
(Country, Project, 

:::.Oan.'Credit No. Date) 
Total Bank 
£2!1_ Financing 

Singapore Port Project 
Loan 462-SI 17.0 
August 11, 1966 

Dakar Port Project 
Loan 493-SE 
May 1, 1967 

6.6 

Second Port Project 5.1 
Loan 573-TUN 
November 29, 1968 

Cyprus Port Project 14. 7 
Loan 628-CY 
June 30, 1969 

Boke Bauxite Project 76.5 
Loan 557·GUI 
September 18, 1968 
Loan 766-GUI 
;June 25, 1971 

TANZANIA & KENYA 

East African Harbours 48.1 
Corporation Project 

Loan 638-EA 
August 25, 1969 

9.1 

3.8 

3. 7 

8.6 

65.6 

28.6 * 

MAJOR CIVIL WORKS ELEMENTS IN BANK/IDA PROJECTS 

Principal Type of Work 

Container berth 
& dredging 17.0 

Quay wall 
reconotruetion 3.9 

Dredging 2. 7 

Dredging 2.5 
Breakwater restoration 0.5 
Grain silo constr. 1.6 
Grain berth eonstr. 0.5 

Breakwater eons tr. 6.1 
Quay construction 3.1 
Dredging 2.1 
Transit sheds 1.0 
Paasenger terminal 1.0 
Road & sorting areas 0.8 
Mise. works _M 

Total 14.7 

Dredging 3. 7 
Loading wharf eonstr. 11.3 
Water supply 
facilities 6.1 

Township constr. 15.2 
Drainage works 1.8 
Railway works 1!:.!t 

Total 76.5 

Berth construction 33.9 

Grain silo constr. 
& handling equipment 3.8 

Oil tanker mooring 
buoy and pipeline 3.6 

Improvements to berths 
& stacking areas 3.2 

Dhow wharf constr. 0.3 

Cold storage building 1.0 

Office buildings and 
employee housing 2.3 

(I n US$ m i 1 1 i o n) 

TRANSPORTATION PROJECTS DEPARTMENT 

Proposed Pros;urement 
(Force Account, Local Compe· 

titive Bidding or ICBl 

ICB 

ICB 
ICB 

ICB 
ICB 
ICB 
ICB 

ICB 

ICB 

ICB 

ICB 

ICB 

FA 

LCB 

LCB 

LCB 

Proposed Contract Size 

17.0 

1.4 2.5 
2. 7 

2.5 
0.5 
1.6 
0.5 

14.7 

Global 
contract awarded 

0.6 12.6 

0.4 1.8 

0.26 3.6 

3. 2 

0 . 3 

1.0 

2 . 3 

Reasons for Exempt ion 
from ICB 

The existing facilities 
are in use and this 
precludes work by con-
tract due to inevitable 
delays (except for small 
section). 

Small value work unsuit-
able for ICB (and may be 
omitted from project). 

Now omitted from project. 

Results of ICB (US$) 
(Nationality and Total 

(:ontracts Won for Each Type of Work) 

USA/ Brit ish 9.5 
Australian 1.1 

French/Senegalese 3.3 
French/Senegalese 2.9 

French/ Italian 2.5 
French 0.5 
Tunis ian/French 2.1 
French/Tunis ian 0.5 

Yugoslav 14.4 

I tal ian/ Be lg ian/Britlsh 64.3 

Dutch 12.0 
British 12.2 
German 1.6 

Contracts not yet awarded 

British 0.26 
Swiss 1.30 
One contract not yet awarded 

Bank f i nancing not provided . 

N o t e s 

* Includes any Bank loan funds 
which may be provided from 
Loan 428-EA. 



Project Data 
(Country, Project, 

Loan/Credit No., Date) 

Second Sui Northern Gas 
Project 

Loan 597-PAIC 
~ 13, 1969 

~ 

Third Sui Northern Oaa 
Project 

Loan 696-PAIC 
June 29, 1970 

~ 

El-Bor.a-Gabes Pipe­
line Project 

Loan 724-TtDI 
February 25, 1971 

Financing 
Total Bank/IDA 
Cost Financing 

1.1 

12.8 5.1 

MAJOR CIVIL WORKS ELEMENTS IN IBRD/IDA PR)JECTS 

(In US$ million) 

TRANSPORTATIOO PROJECTS DEPARTMFJIT 

Principle Type of Work 
!lP! Amount 

Gas pipeline con­
struction 

Gas compressor station 
construction 

Gas pipeline con­
struction 

Cltls compressor station 
construction 

Urban gaa dj.stribution 
system construct1011 

Gas pipeline con­
struction 

Employee housing and 
office building con­
struction 

2.9 

0.8 

9.8 

1.5 

1.5 

5. 2 

0.5 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

ICB 

ICB 

ICB 

LCB 

ICB 

LCB 

Proposed Contract Size 
Smallest Largest 

3. 7 

3. 7 

5.1 6.2 

5.1 6.2 

1.5 

5.2 

0.5 

Reason for Exemption 
from ICB 

Sllall and specialized 
ccatracta UDlluitable for 
ICB 

Small and specialized 
contracts unsuitable for 
ICB 

Results of ICB 
(Nationality and total 

contracts von for each type of vork) 

Lebanese 3.6 

Lebanese 3.6 

Lebanese 10.6 

Lebanese 10.6 

French 5.3 



ProJect Data 
(Co~mtry, Project, 

Loan/Credit No., Date) 

Belgrade-Bar Railva,y 
Project 143.5 

Loan 531-IU 
Harcb 22, 1968 

K»>YA, TANZANIA, UGANDA 
(East Al'rican CoiiiiiWlity) 
Third East JJrican Railva,y 

Financing 

Project 11.4 * 
Loan 674-EA 
Ma,y 25' 1970 

33.0 

2.8 

MAJOR CIVIL WORKS ELEMENTS IN IBRD/IDA PROJECTS 

(In US$ lllillion) 

TRA.IISPORTATION PROJECTS DEPARTMDM' 
Civil works related to laying or relaying of r.ul.vay tracks have been ommitted. 

Principle Type of Work 
!lP! Amount 

Earthworks and structures 10$.6 
(including bridges and 
tunnels) 

1.2 

30.0 

Total 130 

Building construction 6. 7 

Station buildings and 2.4 
staff housing con-
struction 

4.7 

Total 7.I 

Railway station 
construction 1.0 

Bridge construction 3.3 

Proposed Procurement 
(Force Account, Local Compe­

titive Bidding, or ICB) 

ICB 

LCB 

LCB 

LCB 

ICB 

LCB 

LCB 

LCB 

Proposed Contract Size 
~ Largest 

0.1 * 7.3 * 

1.2 

30.0 

6.7 

0.9 1.5 

0 .05 0.5 

1.0 

3.3 

Reason for Ex~tian 
from ICB 

Minor works unsuitable 
for ICB 

Works started prior to 
approval of Bank loan 

Works unsuitable for 
ICB 

Small value contracts 
~msuitable for ICB 

Bank financing for this 
work not provided 

Bank financing for this 
work not provided 

Results of ICB 
(Nationality and total 

contracts von for each t;rpe of work) 

Yugoslav 94.4 

Bids not yet invited 

* Actual size of contract 
awarded. 

* Civil works ele!ISl ts 
as per revised Develop­
llllllt Progr._ not 
tully renected in 
Appraisal Report. 



CIVIL WORKS PROCUREMENT UNDER BANK GROUP . 

FINANCED PROJECTS IN INDIA AND IN 

OTHER SELECTED COuNTRIES 

(a) Existing Projects - India 

(b) Projects in Pipeline - India . 

(c) Selected PTOjects - Other Countries 

ANNEX II 



CIVIL WORKS PROCUREMENT 

Existing Projects - India 

ANNEX II(a) 
Page 1 

1. U.P. Tubewells (Uttar Pradesh) -Credit 8-IN 

Estimated ·Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$12.0 million 
$ 8.7 million 

$ Nil 

(i) The Project consisted of drilling and equipping of 800 tubewells 
with an average depth of 300 to 400 ft over a period of three years, a con­
tinuation of a long-term program of tubewell development in Uttar Pradesh · 
where over 6,000 tubewells were already in operation. The project wells 
were, therefore, new work when considered separately, but part of an on­
going program in the broader sense. It was expected that each would have 
an average capacity of 1.5 cu ft per second (cfs) and that the 800 wells 
would serve 320,000 ac. While the majority of the pumps would be electric­
powered from the existing grid system a small number would be powered by 
diesel motors. The cost of connection to the grid system was included in 
the total estimated cost of $12 million. 

(ii) The appraisal mission estimated the foreign currency requirement 
at $1.3 million, including purchase of drilling rigs, trailer trucks, work­
shop equipment, and pipes and casings by international tender. During re­
view of the project, the Association decided that the amount of foreign 
currency was so small and the needs of the project were such that it was 
desirable to increase the Association's share to approximately 50% of the 
total cost, i.e. to $6 million, of which $4.7 million was allocated to 
civil works. In retrospect it seems likely that the wide dispersion of 
the wells and their small size made them unsuitable for international bid­
ding. 

2. Shetrunji (Gujarat) - Credit 13-IN 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$8.8 million 
$6.7 million 

$ Nil 

(i) The project consisted of a dam already constructed across the 
Shetrunji River and two main canals on opposite banks of the river, com­
manding a gross area of 190,000 ac. Although 110,000 ac were irrigable, 



ANNEX II(a) 
Page 2 

only approximately 86,000 ac were to be irrigated under the project. The 
Right Bank Canal was to have an initial capacity of 695 cfs: at the time 
of appraisal, excavation was proceeding on the first 26 miles of this canal 
and designs and estimates for the remaining 16 miles were under preparation. 
Investigations for the distributaries for the first 30 miles had been com­
pleted. Detailed designs and estimates for the first 25 .miles of the 58-
mile long, 425-cfs left canal were nearing completion and investigations 
for the balance of the canal were in progress. 

(ii) The appraisal mission estimated the cost of completing the works 
at $9 million, of which approximately $350,000 would be · required for the 
purchase of equipment, tractors and spare parts under international bid­
ding. However, the Association decided that the Credit should cover approx­
imately 50% of the cost of the work involved. The Credit was therefore 
$4.5 million, of which $4.2 million was allocated to civil works. In re­
trospect it seems very doubtful that international contractors would have 
been interested in bidding for the relatively short section of the Right 
Bank Canal and the distributaries which had not been committed at the 
time of appraisal but might possibly have tendered for the Left Bank 
Canal. However, in view of the limited capacity of the canal and the 
question as to the amount of lining involved, interest in this work by 
international bidders is debatable. 

3. Salandi (Orissa) - Credit 14-IN 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

Internatfonal Competitive Bidding 

$16.2 million* 
$ 9.5 million** 

$ Nil 

After revision of project and exchange rate, approximately: 
* $27 million; 
** $20 million. 

(i) ·The project, as appraised in 1961, consisted of a 170-ft high 
composite masonry and earthfill storage dam on the Salandi River, storing 
303,100 ac-ft, and commanding 225,000 ac. The general design of the proj­
ect had been undertaken by the Irrigation Department of the State of Orissa. 
The layout for the 45-mile long main canal and the distribution system for 
an area of 113,000 ac had been completed at the time of appraisal and prep­
aratory work was being done on the balance of the project. At that time 
it was estimated that the construction of the dam would take two years and 
that irrigation of a part of the area would begin in 1963, with all the work 
completed by June 1965. The Credit of $8 million, equal to approximately 
50% of the cost of completing the project, included the foreign currency 
requirement of $1.3 million for purchase of equipment, tools and spare 
parts by international bidding. The remainder of the Credit, $6.7 million, 
was to be disbursed as a percentage of local currency expenditures. The 
appraisal report stated, 
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" ••• The works would mainly be executed by the Irrigation 
Department forces, although the department would contract 
for labor with local contractors. These contracts are all 
on a quantity basis and are let after bids have been pub­
lished in the local press ••• " 

(ii) Because of poor progress and major changes in design the project 
was reappraised in 1966. The principal changes in the project consisted 
of the addition of ~ diversion dam to eliminate the previously proposed 
main supply canal, reduction in the area to be irrigated from 225,000 ac 
to 113,000 ac, and a reduction in the area serviced by each irrigation 
outlet. Because of delays completion of the project was rescheduled to 
early 1968. At the time of reappraisal, approximately 25%_ of the work on 
the dam had been completed, but the construction equipment ordered two 
years earlier had only recently arrived at the site of the work. The 
Credit was later reduced from $8 million to $7.504 million and it was 
agreed that this total would include $1.437 million worth of imported 
equipment and spare parts needed to complete the dam and diversion 
barrage. 

(iii) In retrospect, the only structure that might have been consi-
dered suitable for international bidding was the main storage dam, esti­
mated to cost some $3 million. Because of its design, which included a 
580-ft long masonry section containing the spillway and three sluices, 
it is doubtful if the dam would have been interesting to international 
contractors. By the time of the reappraisal the dam was well under con­
struction and agreement was reached that (a) prompt action would be taken 
to complete the detailed design and (b) that any additional contracts 
would be advertised locally and awarded promptly. 

4. Punjab Drainage (Punjab) - Credit 15-IN 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$20.0 million 
$16.6 million 

$ Nil 

(i) The project consisted of a part of an ongoing program to provide 
flood protection and surface drainage in part of the Punjab, south and 
east of the Beas River and of the Sutlej River. It involved the construc­
tion of about 17 miles of embankments and other flood protection works 
along the banks of the Rivers Beas, Sutlej, Jumna and Ghaggar together 
with excavation of about 2,000 miles of new drainage ways; enlargement 
of 300 miles of existing drainage ways; canalization and training of about 
50 miles of natural channels; and construction of associated arterial and 
district roads and related structures. The estimated cost of these works 
was approximately . $20 million, of which $3.4 million was to be used to 
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purchase imported equipment and spare parts under international bidding. 
The remainder of the $10 million Credit (approximately· 50% of the project 
cost) was to assist in meeting local currency costs of project works. 

(ii) The appraisal report stated, 

" • The wor.ks have been designed by the Punjab Irriga-
tion Department which has many years of experience with 
this type of work. Construction will be mainly undertaken 
by local contractors assisted, where necessary, by the use 
of heavy machinery operated by the Irrigation Department. 
These arrangements would be satisfactory ••• " 

Because of the wide dispersion of the works over more than five million 
acres and the relatively minor size of many of the individual structures, 
it seems unlikely in retrospect that any of the project works would be 
considered suitable for ICB under strict application of the Association's 
present policies. 

5. Sone (Bihar) - Credit 21-IN 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$30.0 million 
$25.5 million 

$16.5 million * 
* Advertised internationally but only Indian firms 
purchased the tender documents. 

(i) The project consisted of works to improve the water supply to 
733,000 ac of crops already under irrigation and irrigation of about 
300,000 ac of additional land. The main works included replacement of 
the diversion barrage and remodeling and extension of the existing canal 
system. The new barrage was to be a semi-floating concrete weir, about 
4,633 ft long between abutments, with the spillway designed for a maximum 
flood discharge of 1,450,000 cfs. Link canals, with sufficient capacity 
to supply the existing and enlarged canal systems on both sides of the 
Sone River, were included in the project. The Right Bank Link Canal was 
to be 6.25 miles long and the Lef.t Bank Canal, 7 miles. The existing 
system of canals and distributaries was to be enlarged, extended and re­
modeled to provide irrigation service to existing and new areas. This 
involved approximately 427 miles of canals on the right bank and 1,235 
miles on the left bank. 

(ii) Prior to appraisal of the project, a contract for construction of 
the barrage had been awarded and invitations to tender had been issued for 
the manufacture, supply and installation of gates, hoists and operating 
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bridges. Remodeling of the existing irrigation system was about 90% com­
pleted and excavation of the link canals had been started. Work on the 
extension and remodeling of the existing irrigation system and the con­
struction of the link canals was being done by departmental forces. The 
cost of completing the work under the project, less the estimated expen­
diture for purchase of materials in countries other than member countries, 
was expected to be about $30 million. The Credit of $15 million included 
$1.5 million for additional materials and equipment not available in India. 
The remainder of the Credit was to be used to assist in meeting the local 
currency expenditures of existing and future contracts, as well as depart­
mental force account work. 

(iii) The appraisal report noted that, 

" ••• Department forces are doing all construction work 
except the barrage which is being done by contract. The 
Department has experienced and capable men and is qualified 
to complete the project construction ••• " 

Because of the advanced stage of the work, with all major civil works 
either awarded or under way by departmental forces, it is obvious, in 
retrospect, that none of the remaining works would have been suitable 
for international bidding. 

6. Purna (Maharashtra) - Credit 23-IN 

Estimated Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$26.0 million 
$19.0 million 

$ Nil 

(i) The project consisted of a 168-ft high composite masonry and 
earth storage dam, with a 22,500 KW power plant; a similar 125-ft high 
re-regulation and irrigation dam 40 miles downstream; a 50~ile long con­
crete and masonry-lined main canal; and a distribution system consisting 
of about 85 miles of major and 165 miles of minor distributaries to serve 
the 152,000 acres. At the time of appraisal the dams were approximately 
80% complete and work had been started on the main canal, with about 20% 
of the first 10 miles completed. Completion of the project was scheduled 
to take a little over four years, by mid-1966. 

(ii) The cost of the project was estimated at about $26 million, 
including a foreign exchange requirement of $2.6 million to purchase 

" ••• imported materials and equipment including hoists, 
cranes, gates, turbines, generators, shafts, switch gear 
and related components, spare parts, tools and workshop 

" 
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The remainder of the $13 million Credit (approximately SO% of the costs 
to complete) was to assist in financing the cost of civil works. Later 
the foreign currency requirement was reduced to $1.9 million while the 
total Credit was uncharged. The appraisal report noted, 

" ••• most of the earthwork portions of the dams is being 
done by departmental forces, the masonry sections are being 
constructed by Indian contractors under unit price contracts 
under local competitive bidding, and the canals and distri­
butaries will be built under departmental supervision, using 
small, unit price contracts for short sections of the work 

" . . . 
The Supplementary Letter regarding Procurement and Contracts reflected 
these procedures for civil works but provided for ICB for the imported 
materials and equipment. In view of the status of project civil works 
at the time of appraisal, these procedures do not appear to be in con­
flict with Bank Group policies regarding ICB. 

7. Kadana (Gujarat) -Credit 176-IN 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$66.7 million 
$45.2 million 

$ Nil 

(i) The project consisted of construction of a 190-ft high composite 
earthfill and masonry dam on the Mahi River, and construction of a distri­
bution system to expand the area irrigated on the Mahi River right bank 
from 58,000 ac to 105,000 ac together with improvements to the drainage 
system for approximately 40,000 ac and leveling of about 17,000 ac. The 
project also included construction of a complete new irrigation system for 
approximately 8,000 ac on the left bank and construction or improvement 
of approximately 1,100 km of secondary roads and about 2,100 km of farm­
to-market roads in the project area. 

(ii) At the time of appraisal construction of the right bank area 
was approximately 60% complete but the left bank area had not been started. 
About 15% of the dam was completed and PWD estimated that it could be com­
pleted in 1972. The appraisal mission estimated that both the right and 
left bank area distribution systems would be completed in 1974, watercourses, 
field . channels and land leveling in 1975, and constructi-on of permanent 
outlets in 1976. 

(iii) The cost of remaining works was estimated at almost $67 million. 
Estimated foreign exchange requirement for purchase of certain specified 
heavy equipment · ~as $2.5 million. The total Credit of $35 ·million, equiv­
alent to 52% of the expenditures needed to complete the project, included 
direct foreign exchange costs and 50 of the estimat~d local expenditures. 
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All contracts awarded prior to appraisal had been awarded on the basis of 
local competitive bidding • . The remaining works consis.ted mainly of lining 
the Nadiad Branch canal and small contracts for excavation of minor chan­
nels dispe·rsed over a large area and the road program, which were consi­
dered unlikely to attract international contractors. It was agreed, there­
fore, that works would be awarded on the basis of local bidding. The Credit 
Agreement (Schedule 3, Paragraph 7) stated, 

" ••• Civil works for the Project shall be carried out 
through contracts awarded on the basis of local competi­
tive bidding or through force account ••• " 

In retrospect it appears that the Nadiad Canal work, consisting of re­
shaping the can~l prism, lining 12 km with clay brick and tile and re­
constructing structures might possibly have been of interest to interna­
tional bidders. The requirement that this work be carried out when the 
canal was not in operation, about seven months each year, requiring three 
construction seasons, however, makes this interest highly debatable. 

8. Road Project (Credit 3-IN) 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$80.5 million 
$77.0 million 

$24.0 million 

(i) The project was a program, intended to be carried out from April 
1, 1961 to September 30, 1964, of construction and reconstruction of some 
National Highways and a Bombay Expressway, on which the GOI would make ex­
penditures of US$120 million equivalent. The part of the project to be 
financed with the proceeds of the Credit consisted of (a) construction and 
reconstruction of .approximately 660 miles of National Highways and the 
Bombay Eastern E·xpressway, amounting to about US$77 million equivalent, 
and (b) a technical and economic study of the traffic problems of the 
City of Bombay. 

(ii) The mission which appraised the project reported that a certain 
number of roads and bridge work selected by IDA had been given to local 
contractors under unit price contracts, acceptable to IDA, based on local 
competitive bidding. For the works which still had to be awarded, higher 
standards regarding the thickness of the pavement and the quality of work 
execution had been. agreed upon. The increase in mechanization as com­
pared to previous practices appeared to justify the award of larger con­
tracts than in the past. However, the major portion of the total road 
works were, therefore, executed on the basis of competition among small­
and medium-size local contractors - the remainder of the works by modified 
force account because the individual road works were still judged to be 
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too small to attract foreign bidders. In retrospect it appears that there 
was a possibility of grouping contracts into packages of a size which might 
have generated foreign interest. 

(iii) Although the loan documents stipulate only competitive bidding, 
international competition was applied for all 19 major bridges included 
in the project, with an ~stimated total cost of US$24 million equivalent. 
Foreign firms participated in the bidding but all the lowest evaluated bids 
were submitted by large Indian contractors of which 2 had formed joint ven­
tures with foreign firms. 

(iv) The project works were completed by 1968, about 3 years later 
than originally scheduled, and the cost increased by about 40%. 
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CIVIL WORKS PROCURE~ffiNT 

Projects in Pipelin~ - India 

Cauvery Delta (Tamil Nadu) - Appraised 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works considered 

suitable for International 
Competitive Bidding at time 
of appraisal 
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$40.2 million 
$19.9 million 

$ Nil 

(i) The project, appraised in November 1969, differed from all the 
other recent projects in that work had not started. The civil works were 
varied in character, including rehabilitation of very old weirs and other 
structures; conversion of road bridges i~to regulators; rehabilitation of 
old canals, drains and rivers; and land leveling. The mission concluded~ 
and the green cover appraisal report (PA-44, April 7, 1970) stated, that 
international competitive bidding would not be appropriate since the civil 
works 

" ••. are spread over the whole of the project area and 
individually are small in size ••• " 

(ii) · Negotiations of the Credit, scheduled in May 1970, were cancelled 
at short notice because an interstate water dispute had arisen between Tamil 
Nadu and Uysore. 

(iii) The Cauvery Delta project is not presently included in the lending 
program. GO! has requested on various occasions that the Association should 
take up the civil works portion again (the procurement of pumps and other 
features have since been covered by a credit project). However, the Asso­
ciation has not been informed of any change in the dispute which led to the 
cancellation of negotiations and recent press reports indicate that the 
situation has deteriorated. A reappraisal or updating mission would be 
necessary before the project could be reactivated. It is unlikely that 
a new mission would conclude that any of the civil works were suitable 
for international bidding. 

2. Tawa Irrigation Project (Madhya Pradesh) - Appraised 

Estimated Total Cost 
Estimated Civil Works Cost 

(including land leveling) 
Cost of Civil Works considered 

suitable for International 
Competitive Bidding at time 
of appraisal 

$71.0 million 
$49.7 million 

$12.7 million 
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(i) TI1e project was appraised in November 1970 and reappraised in 
February 1971. It is a typical ongoing project: contracts have been 
awarded for the masonry part of the dam ( 15% complete); the e arthen embank­
ments are being constructed by force account (55% complete); and some con­
tracts have been awarded for canals (30% complete). 

(ii) Procurement of civil works for the project has been discussed 
exhaustively by the Association. A second yellow cover, dated October 8, 
1971, recommended that about half of the civil works were unsuitable for 
international bidding because of their nature (land leveling) or because 
they were small and scattered and must be coordinated with cropping seasons 
and farmers' acceptance of land development schemes. The second yellow cover 
proposes the following arrangements for procurement: 

Ongoing contracts 
International bidding 
Local bidding and force account 

$10.6 million 
$12.7 million 
$26.4 million 

$49.7 million 

However, the report stresses that these arrangements relate to the position 
immediately after reappraisal (March 1971) and that contracts awa.rded sub­
sequently are likely to have reduced the amount suitable for international 
bidding, perhaps by as much as $5-6 million. 

3. Pamba (Kerala) - Ready for Appraisal 

Estimated Total Cost* 
Estimated Civil Works Cost 
Cost of Civil Works considered 

suitable for International 
Competitive Bidding at time 
of identification (March 1971) 

$10.0 million 
$ 7.0 million 

$ 2.0 million 

* As in the case of all the irrigation projects that 
follow, the figures quoted are from State Government 
estimates which are several years old. Experience 
shows that IDA appraisal missions recommend 30-40% 
increases in estimates. 

(i) The project is small, but includes an unusual number of tunnels 
and aqueducts. The fairly small diversion barrage is nearly complete and 
the gates are being installed. A very large aqueduct over the Pampa River 
has been completed and the concrete-lined main -canal is co~plete except for 
five tunnels (totaling 5 km in length) and aqueducts (totaling 2 km). Con­
tracts have been awarded locally for all the Right Bank Canal, which 'tvill 
be completed in 1974 . · 

(ii) The tunnels and remaining aqueducts and the Left Bank Canal '"ere 
considered suitable for ICB at the time of identific?tion. The cost of 
existing tunnel contracts, awarded after local bidding, was very low indeed 
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by international standards and the quality of the work .was excellent: there 
is little doubt that local contractors would win awards under ICB. 

(iii) The project was originally scheduled for FY72 but has been "slipped" 
to FY73. Appraisal -was scheduled for October 1971 but preparation was delayed 
and the Association did not press for early completion since appraisal must 
await resolution of the civil works procurement controversy. There is little 
doubt that contracts will be awarded prior to appraisal for the Left Bank 
Canal and, perhaps, some tunnels. The value of works suitable for ICB will 
probably be reduced . to $.1 million by the time of appraisal. 

4. Jayakwadi (Maharashtra) - Ready for Appraisal 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works possibly 

suitable for International 
Competitive Bidding 

$100.0 million 
$ 50.6 million 

$ 23.5 million 

(i) The project is a typical ongoing project, comprising a dam ($15.7 
million); an irrigation and drainage system ($34.9 mfllion); on-farm devel­
opment and infrastructure ($28.5 million) and land acquisition and resettle­
ment ($20.9 million). 

(ii) The original contract for the masonry portion of the dam was ter-
minated for poor performance and new contracts were recently awarded. The 
earthen embankments are being constructed by force account. 

(iii) From a review of the report, it a :,Jpears probable that the main 
canal and associated structures would be suitable for international bidding. 
The $23.5 million shown above is the full cost of this canal, including the 
total cost of equipment needed. It is not known how much of this work has 
been started: a remark in the feasibility study suggests that contracts 
for almost half of the canal have been awarded. Depending on the date of 
appraisal, the actual amount suitable for ICB could be less than $10 million. 

5. Kuttiadi (Kerala) - Under Preparation 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works possibly 

suitable for International 
Competitive Bidding 

$21 .0 million 
$ 9.9 million 

$ 3.0 million 

(i) Kuttiadi is a small ongoing project: the engineering cost is 
estimated by PWD at $16.9 million, of which $9.9 million are still to be 
carried out. However, the identification mission considered that the over­
all cost, including on-farm development and infrastructure, might be as high 
as $21 million. 
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(ii) As of January 31, 1971, the dam was 65% complete and the earth 
dams, 80%. Contracts had been let for about 30% of the canals and aqueducts, 
which total about 74 krn in length. Costs breakdowns were available by years 
only. The cost of the main canals and associated structures potentially 
suitable for ICB would be unlikely to exceed $3 rnil~ion, depending on the 
date of appraisal. 

6. Khrishna (Maharashtra) - Under Preparation 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works possibly 

suitable for International 
Competitive Bidding 

$60.0 million 
$48.0 million 

$42.0 million 

(i) The project, which would irrigate 90,000 ha, is complex and in-
cludes three dams ($26 million) and a considerable length ·of main canals 
($16 million). No significant amount of work had been undertaken by January 
31, 1971. 

(ii) It is probable that the State will proceed with construction and 
that major contracts will be awarded before appraisal. In all probability 
these contracts will cover the darns and parts of the canals, reducing the 
value of civil works suitable for ICB to perhaps $10 million. 

7. Bhima (Maharashtra) - Under Preparation 

Estimated Total Cost 
Estimated -Civil Works Cost 
Cost of Civil Works possibly 

suitable for International 
Competitive Bidding 

$50.0 million 
$36.0 million 

$ 8.0 million 

(i) The Bhima project is large and complex: the part included in the 
proposed project consists of a large storage dam ($11 million) and a distrib­
ution system serving 110,000 ha ($25 million). 

(ii) Contracts were awarded for the darn in 1969 but only a small amount 
of work has been completed. The Left Bank Canal (124 km long with a capacity 
of 110 m3/sec) is potentially suitable for ICB. The Right Bank Canal is 
smaller (40 m3/sec) but longer (176 hn) and would also be suitable for in­
ternational bidding. 

(iii) It is certain that contracts for the main canals will be let before 
appraisal, possibly eliminating the application of ICB. 
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Proposed Second Highway Project - Preappraised 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works considered 

suitable for International 
Competitive Bidding 

$60.0 million 
$60.0 million 

$50.0 million 

(i) The project which was identified in March 1969 consists of the 
improvement of about- 900 km of road in four states (Uttar Pradesh, Bihar, 
Haharashtra and Tamil Nadu) and is part of India's program to upgrade all 
National (primary) roads to a fully designed two-lane standard. 

(ii) The works consist of road widening, strengthening, new construc-
tion of realignments and bypasses and the widening or reconstruction of at­
tendant bridges - all on a designed vertical and horizontal alignment. 

(iii) Preparation of draft plans and contract documents is complete but 
these may require some modificati~n during appraisal. Similarly, the eco­
nomic evaluation of the project needs to be reviewed in the light of GOI's 
latest construction cost estimates. Slight modifications to the scope of 
the project may be expected. 

(iv) Four separate roads, varying in length from 175 to 230 km each, 
appear suitable for ICB. The amount of work in each would be large enough 
to benefit from effective planning and control techniques resulting in a 
uniform standard of work. The value of improvement works to each road 
(three at US$14 million and one at US$8 million) would allow contractors to 
mobilize adequately. It is expected that s~ne oper ations would be subcon­
tracted. }tinor works (value US$10 million) consisting essentially of sep­
arate bypasses and bridges in isolated locations would not be suitable for 
ICB. 

(v) The project was originally scheduled for appraisal in November 
1969 but was "slipped" about one year to allow preparation work in draft 
form to be completed. Although modifications in project scope (mentioned 
above) may be required, the project has been ready for appraisal since 
early 1971. 
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Selected Projects - Other Countries 

Third Irrigation Rehabilitation - Indonesia - Credit 220-IND 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted 

to International Competitive 
Bidding . 

$29. 1 million 
$17.6 million 

$ Nil 

(i) The project consisted of the rehabilitation and reconstruction 
of the irrigation facilities in three widely separated sub-projects and the 
provision of maintenance equipment and training of provincial staff for op­
eration and maintenance of the rehabilitated facilities. The Credit of 
$14.5 million was to finance 100% of the foreign currency expenditures for 
equipment, vehicles and spare parts and technical assistance, and approxi­
mately 66% of the local currency cost of civil works. 

(ii) The civil works involved the repair or replacement of weirs and 
other structures in primary and secondary canals and drains and the desilt­
ing and repair of these waterways ; the construction or rehabilitation of 
tertiary canals and their structures and repair and construction of serv­
ice roads and inspection paths. Construction of new facilities in exten­
sions of the existing systems were also included. The appraisal report 
stated, 

" ••• The projects works, labor intensive by nature, are 
spread over three non-contiguous areas, individually small 
in size by international standards. For these reasons, 
they do not lend themselves to international competitive 
bidding. It has been agreed that all civil works contracts 
for the present project would be medium (Rp 5-25 million) or 
large (over Rp 25 million) and that they would be awarded 
on a competitive basis after bidding by pre-qualified con­
tractors. Negotiated contracts will continue to be used 
for \-lork of specialized nature, in particular the manufac­
ture of small steel sluice gates. These gates are of various 
types and sizes and do not lend themselves to international 
competitive bidding. About 15% of civil works would be 
carried out by PROS IDA force account ••• " 

In view of the nature, size and dispersion of the works there is no reason 
to question the judgment that ICB was not applicable. 



2. Pyongtaek-Kumgang - Korea - Loan 600-KO 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 
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$89.9 million 
$60.9 million 

$49.3 million 

(i) The project consisted of the development under irrigation of two 
separate areas which involved pumping water from river estuaries to irri­
gate adjacent lands; the procurement of farm equipment and facilities for 
repair and maintenance thereof; overseas training of Korean personnel and 
the preparation by consultants of a seed multiplication project. The Credit 
of $45 million, approximately 50% of the total cost, was to cover the esti­
mated foreign currency requirements of the project. 

(ii) The civil works involved the completion of a 2.0 km sea dike 
across one estuary; the construction of a new 3,200 m sea dike across another; 
the construction of pumping plants, irrigation and drainage canals, roads, 
offices and related structures as well as the. provision of the remaining 
irrigation facilities; on-farm development and land leveling for some 37,000 
ha of land. The appraisal report stated, 

" ••• All tendering for procurement and civil works contracts 
would be on the basis of international competitive bidding, 
except for small contracts for terracing, benching and land 
levelling, totalling about US$10 million equivalent, which 
would not attract serious international competition and would 
be tendered locally. Even under international bidding, how­
ever, it is likely that many of the successful bidders would 
be Korean, since Korea has both a rapidly developing indus­
trial sector and a large, highly competitive contracting 
indus try .•• " 

The same approach is reflected in the Supplementary Letter on procurement. 
In view of the minor value, nature and wide disbursement of the works ex­
cepted from ICB, there is no reason to question this judgment. 

3. Seyhan, Stage II -Turkey - Loan 587/TU/Credit 143-TU 

Estimated Total Cost 
Estimated .Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$63.0 million 
$41.6 million 

$29.2 million 

(i) The project consisted of the construction of an irrigation and 
drainage system on about 39,250 ha and on-farm development on about 48 11250 
ha, including about 9,000 ha provided with irrigation and drainage facili­
ties in Stage I. Also included were the construction of a concrete pipe 
factory, the procurement of equipment, materials and supplies, the building 
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of operation and maintenance facilities, implementation of an extension pro­
gram and overseas training of local personnel. The Bank Group financing of 
$24 million was to cover the estimated foreign currency requirements of the 
project. 

(ii) The civil works involved the construction of canals and drains 
in five areas of the Tarsu~ and Yuregir Plains and the installation of con­
crete pipe and canalette distribution systems designed to serve approximately 
39,000 ha; the construction of new headworks in the right abutment and the 
modification of the existing left abutment headworks of the Seyhan Reservoir; 
on-farm development consisting of land leveling over the entire area, the 
installation of tile drains and excavation of surface drains and the con­
strQction of feeder roads. The appraisal report provided that, 

" ••• Irrigation and drainage works would be constructed 
by contracts let after international competitive bidding. 
The only exception would be the headworks at the dam site 
which would be constructed by DSI 's force account and the 
operation and maintenance facilities which would be built 
by local· contractors ••• " 

(iii) The operation and maintenance facilities include the on-farm land 
leveling, drainage and feeder roads. Because of the nature, small size and 
wide dispersion of these facilities they were not considered suitable for 
ICB. ~fuile the total of $11 million for these reserved works is consider­
able, it is made up of a number of unrelated activities whose timing would 
depend on the progress of other operations. In view of this situation, 
there appears to . be no reason to question the judgment regarding the suit­
ahility of ICB for this work. 

4. Upper Pampanga - Philippines - Loan 637-PH 

Estimated Total Cost 
Estimated Civil Works Cost 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$67.5 million 
$52.3 million 

$46.8 million 

(i) The project consisted of facilities to provide a dependable water 
supply for year-round cultivation of project lands, which required construc­
tion of a 110-m high earth and rockfill storage dam; rehabilitation of exist­
ing irrigation systems serving about 46,000 ha; modification of two existing 
diversion dams; and construction of a new system to serve 31,000 ha and ' about 
1,000 km of feeder roads. Also included were provision of equipment for 
operation and maintenance of the irrigation works; a feasibility study of 
power development at the dam and improvement of the National Irrigation 
Admini~tration's organization and management. The Loan of $34 million was 
to cover the foreign currency requirements of the project. 

(ii) The civil works involved were to be done by contract after inter-
national competitive bidding, except as provided in Schedule 4 of the Loan 
Agreement, 
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" ••• 1. Civil works for: (a) the rehabilitation of the 
existing irrigation systems referred to in paragraph 2 
of the Description of the Project; (b) farm ditches in­
cluded in the Project; (c) the upgrading of the irrigation 
system serving about 12,000 ha included in paragraph 1 of 
the Description of the Project; and (d) the construction 
of access roads included in the Project, may be carried 
out by NIA on force account .•• " 

This provision supported the appraisal report which stated, 

" ••• Construction of Pantabangan Dam, the new irrigation 
systems, project facilities, feeder and operation and 
maintenance roads as well as modifications of the existing 
diversion dams would be done by contracts to be awarded 
on the basis of international competitive bidding. A 
single contract is expected to be awarded for construction 
of the darn and about three for the irrigation works. Re­
habilitation work on the existing irrigation system, and 
the construction of farm ditches throughout the area and 
an access road to the darn which do not lend themselves to 
international competitive bidding, would be carried out 
as force account work by the NIA ••• " 

(iii) It is of interest that the NIA has recently requested authority 
to let some of the work for rehabilitation of existing irrigation facili­
ties under local competitive bidding rather than perform it by force account 
in order to recover some lost time. This does not indicate, however, that 
this work would have been suitable for ICB since it is of relatively low 
value and must be carried out without interference to ongoing irrigation 
operations. t.J'ork of this size and nature and under these conditions would 
be very unlikely to attract international bidders. 

5. Muda - Malaysia - Loan 434-MA 

Estimated Total Cost 
Estimated Cost of Civil Works 
Cost of Civil Works Submitted to 

International Competitive Bidding 

$83.1 million 
$60. 1 million 

$35.6 million 

(i.) The project consisted of facilities required to irrigate, for 
double cropping, an area of about 261 ,500 ac. Included ·were ttvo storage 
dams with a tunnel connecting their reservoirs and a saddle dam on one 
reservoir; regulatory structures and improvements on rivers; a headworks 

. for and a main canal system; enlargement and improvement of existing, and 
construction of new, distribution facilities; improvement of drainage, in­
cluding the installation of tidal gates and provision of four operation 
and maintenance divisional headquarters including 0 & M equipment. Also 
included was provision for assistance to farmers, including operation of 
an experimental and demonstration farm. The Loan of _$45 million was to 
cover the estimated foreign currency requirements of the project and a 
portion fo the local expenditures. 
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(ii) The Supplementary Letter regarding procurement provided that all 
contracts for civil works over $100,000 would be let after international 
biddine and, for contracts below that value, local competitive bidding would 
be used. Under this procedure the dams, tunnel and main canals were awarded 
under ICB and reservoir celaring, river improvement and distribution systems 
were awarded to local contractors after competitive bidding for relatively 
small areas. In retrospect, it appears that it might have been possible 
to offer some of the distribution system works, which were reasonably con­
tiguous and which totaled $19.4 million, in packages which could have been 
bid in total by international contractors or, in segments, by local firms. 
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Circumstances Under Which the Industry Operates 

While the Indian construction industry possesses business acumen, 
engineering know-how and organizational talent, considerable scope remains 
for further development. There is ample evidence that the major impediment 
to growth of the industry is the circumstances under which it operates. 

The Role of the Public Works Departments 

One of the critical factors in development of the construction 
industry is the position of the Public Works Departments (PWDs) as its 
most important client. Contractors are confronted with a formidable estab­
lishment when dealing with the Government. The size of this establishment, 
consisting of the Central Water and Power Commission (CWPC) and the Central 
Roads Wing (CRW) at the central level, and PWDs in the States, is large even 
in relationship to the workload carried. In Maharashtra, for example, one 
of the most developed States, the PWD staff from Chief Engineer to overseer 
numbers 11,738. The proposed expenditure for 1970/71 was US$143.5 million 
equivalent, which averages about $12,000 of expenditure for each employee. 
In other developing countries such as Thailand, the load per employee is 
closer to $50,000. The consensus of State PWD officials interviewed by the 
mission was that the cost of the maintaining this establishment amounts to 
about 10 percent of total expenditures for civil works. 

Though the Government now contracts out most civil works, con­
struction by departmental forces is still significant, amounting to about 
20 percent of total Government civil works expenditure. These force ac­
count operations require a large equipment pool as well as operators, mech­
anics and other service personnel. Government agencies also own the majority 
of the equipment required for civil works co~struction. We came across 
various estimates, but it appears certain that at least 80 percent of all 
construction equipment in India is owned by Government agencies. 

The large and powerful PWDs have developed a very natural desire 
to preserve their position. We gained the impression that few departmental 
engineers view the development of a more independent construction industry 
as a priority objective. There is little dialogue on technical problems 
between contractors and departmental engineers, and almost no exchange of 
personnel between the two groups. We were often told that there are about 
50,000 qualified engineers without jobs, and that preserving the dominant 
role of the PWDs meant security of tenure for many engineers who would 
otherwise have to join t he unemployed. 
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The strong position of the PWDs is reflected in . the conditions of 
contract which generally favor the PWDs and contain many features which are 
objectionable to the contracting industry. 

Each PWD is fr~e to develop contract conditions .deemed suitable in 
that State. State standards are reviewed and revised every five to ten 
years. The central administration has the right to comment on contract 
documents for large projects financed by the Central Government, but this 
right is rarely exercised. There are no standard conditions that apply 
t hroughout India, but the features that are most objectionable to contrac­
tors, discussed below, are prevalent in all States. While the problem is 
recognized, past efforts to standardize, and at the same time improve con­
tract conditions have failed. In 1968, for example, the Planning Conunis­
sion published a "Standard Contract Form for Construction Works" which had 
been developed by Government officials working with the Builders' Associa­
tion of India. Although the States have received copies of the document, it 
is not being used as a guideline. 

Since contractors object to many features of the conditions of­
fered by the State, they often add conditions to their bids, even though 
tender documents in several states specify that conditional bids should be 
disqualified . Contractors are thus sometimes able to achieve modifications 
of State standards for particular contracts, but in most cases, only after 
protracted negotiations. While this alleviates some of the worst problems, 
contractors would prefer acceptable conditions being offered as a matter of 
course to remove the threat of disqualification, and to permit price compe­
tition with all bidders facing the same conditions. Some States have attempt­
ed to use a "two envelope system" whereby bidders state additional conditions 
i n a separate envelope which is opened first. Officials then try to quantify 
t he effect of these conditions on the bid price proper. This is difficult, 
since many conditions are not amenable to quantification, and a degree of 
arbitrariness remains. 

It is interesting to note that contract conditions prepared by 
statutory authorities and public enterprises are usually less biased than 
those prepared by PWDs. The business of port authorities, electricity 
boards, petrochemical concerns and the like is to operate infrastructure, 
not to construct it •. · They have every interest in completing construction 
of civil works as quickly and as efficiently as possible. Consequently, 
they offer contract conditions that are attractive to large construction 
enterprises, and refrain from direction of the contractor's operations. 

Powers of the Departmental Ensineer 

One of the features of contract conditions which is most objec­
tionable to the indus t ry is the power of the departmental engineer. The 
engineering representative of the owner (the Engineer) is of course respon­
sible for assuring that the contractor shall execute ·and complete the works 
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in strict accordance with the contract and the specifications. As a general 
rule, the Engineer should refrain from directing the work in detail, since 
he otherwise assumes responsibility for the result of his directions. In 
India, however, the englneer's task is camplicated by the fact that the pro­
cedure of employing a number of small labor contractors is, in fact, a form 
of modified force account, with the contractor looking to the engineer for 
direction and guidance as to what is · to be done and by what methods. The 
contract conditions therefore are generally based on the assumption that 
the engineer must maintain absolute control of all operations. Even the 
tender documents for major structures include such conditions. 1/ The re­
sult is a vicious circle: as the contractor is deemed incapable of direct­
ing all his operations, he is denied complete control and consequently has 
little incentive to develop the capabilities required to operate indepen- . 
dently. The strong position of the engineer is extremely distasteful to the 
relatively few larger contractors who have developed substantial competence 
by concentrating on difficult specialized work and who count qualified engi­
neers among their own staff. They acknowledge that most departmental engi­
neers are knowledgeable and reasonable. However, they resent having to rely 
on the personal disposition of particular engineers, and would prefer con­
tract conditions that establish more independence for the contractor in 
managing his operations. 

Arbitration 

Among the powers of the Engineer which appear most questionable 
from the standpoint of equity is his position in arbitration of differences 
between the contractor and the employer. As a representative of the owner, 
the engineer is a party to the dispute and should not be, nor select, the 
arbitrator. In several States, contract conditions reviewed by the mission 
either did not contain arbitration clauses, or provided for arbitration by 
a single individual who was usually an officer of the agency involved in 
the dispute. Under these conditions, the contractor must feel that his 

l/ In the documents for the Kadana Dam, Clause 29 reads: 

"All works to be . executed under the contract shall be 
executed under the direction and subject to the approval 
in all respects of the superintending Engineer of the 
Circle for the time being, who shall be entitled to di­
rect at what point or points and in what manner they are 
to be coDDnenced, and from time to time carried on." 

Clause 30 provides that: 

"the decision of the Superintending Engineer •••• shall 
be final, conclusive and binding on all parties to the 
contract". 
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claim is not being presented to an objective judge, and that bias in favor 
of the Government is almost certain. Another procedure requires each party 
to the dispute to select one arbitrator; these two select a third one who 
acts as umpire. Contractors try to avoid arbitration at almost any cost; 
it is time-consuming and rarely leads to a final settlement, since PWDs 
sometimes go to court if the arbitration result is not favorable to them. 
It would be preferable to diminish the significance of arbitration 
clauses by improving other conditions which are now the cause for arbitra­
tion cases. 

Specifications 

Closely associated with the powers of the engineer is the question 
of the clarity, completeness and currency of the technical specifications. 
The mission found that in the case of the specially prepared documents for 
larger works, the specifications generally appear to be acceptable. In 
other contract documents, however, the description of work to be performed 
was incomplete, and too much was left to the engineer's judgment and his 
day-to-day arrangements for completing the work. In spite of the large 
staff available to PWDs, their inability to complete specifications and 
drawings for entire projects was mentioned to us as one reason for the 
practice of splitting larger works into a multitude of small segments to 
be handled by separate contracts as tender documents become ready. 

Specifications are sometimes unrealistic in that they require 
materials that are not available locally. The bidder then faces a choice 
between submitting a bid based on the true cost of meeting the specified 
quality of the materials, or submitting a lower bid based on the assump­
tion that during execution the engineer will allow substitution of cheaper 
materials and methods. 

The possibility of specifications not being strictly enforced 
encourages the performance of sub-standard work. If the specifications, 
for instance, require that close tolerances must be observed in the grad­
ing of stone aggregates for the base course of a road, provision of hand­
crushed aggregates can result in a reduction of the life of the road and 
higher maintenance expenditure. These may be the economica~ly correct 
solutions, but the trade-off between initial investment costs and recon­
struction and maintenance costs should have been calculated before speci-

. fying materials and methods. The point is, however, that once specifica­
tions have been established, there should be no possibility of any contrac­
tor distorting the bidding process by offering a lower tender in the hope 
of getting away with cheaper materials and methods in execution. 

Quality control is of course a very sensitive subject, and we 
should like to emphasize that in the very short time available, we could 
not collect evidence on site. Government engineers emphatically asserted 
that specifications were being enforced with adequate quality control. How­
ever, many contractors frankly admitted to doing what they call "stooping", 
i.e., execution of works with cheaper materials than specified. 
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Continuity of a civil works program is generally accepted as one 
of the conditions necessary for development of a country's construction 
industry. In examining this area, a distinction must be made between the 
continuity of the State's financial program and the opportunity for con-

.tractors to count on a reasonably steady flow of work from this program. 
Information furnished the mission indicated that for irrigation works, and 
to a lesser extent for highway construction, the total financial program 
was fairly constant. From the contractors' viewpoint, however, the con­
tinuity was much less evident. 

In addition to the normal risks of gaining work through competi­
tive bidding, the size and type of contracts offered has a major bearing on 
the lack of continuity. Most important is the general policy of the PWDs 
of fragmenting works into small segments wherever possible so that the 
work involved in any one contract is of a special type, such as excavation 
or masonry, which can be accomplished in one or at most two working seasons. 
This policy results -in the development of contractors who are specialized 
in one type of operation and prepared to work on a year-to-year basis. 
From the contractors' viewpoint, if his special type of work is not being 
required during a particular period, there is no continuity of opportunity 
to bid, and for the successful bidder there is only assurance of one year's 
work. Since a number of the PWDs reserve machine-intensive activities for 
force account construction, the contractors are not encouraged to invest in 
equipment, and their options for development and for work within the program 
are further reduced. 

Financial Problems 

Lack of working capital and difficulty of access to credit sources 
are the factors most frequently mentioned by contractors as limiting their 
ability to increase their capacity and to bid on larger contracts. 

The small- and medium-size contractors are generally the hardest 
hit, but in spite of some differences in credit availability between States, 
mobilizing financial ·resources is a problem for all contractors in the 
country. Contractors are not recognized as an "industry", let alone a 
"priority industry", which has ramifications for credit eligibility and tax 
status. Since major banks were nationalized, they have been implementing 
a selective credit . policy which has practically dried up the flow of funds 
to contractors, who must fall back on their own means, or on small banks 
and money-lenders with interest rates ranging from 12-25 percent. 

Registration and contract conditions place additional strains 
on the contractors. In order to register, the contractor has to procure 
a certificate of solvency based on the proof of fixed assets, excluding 
capital vested in the construction business. In Madhya Pradesh, for exam­
ple, the certificate is issued primarily on the basis of land ownership; 
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the contractor must therefore immobilize scarce working capital needed for 
his operations to buy land before he can be registered. Contract conditions 
then require him to pay "earnest money" (bid bonds of 1-2 1/2 percent of 
contract value) and "security deposits" (performance bonds usually 2 1/2 
percent in cash), and the PWDs usually retain an additional 7 1/2 percent 
of progress payments to supplement the 2 1/2 percent cash performance bond. 
While progress payments are almost invariable made on time, the final settle­
ment, with the return of the retention money, can take years. Bank guarantees 
can in some States replace the cash "earnest money" and "security deposit", 
but this choice is no longer attractive since banks now require collateral 
in the full amount of the guarantee as if it were a straight loan. Where 
a Bank guarantee is obligatory, the contractor often has to deposit the 
full amount with the Bank. 

Advances by the owner rarely relieve the contractor's financial 
strain. Mobilization payment is never granted as a matter of course, but 
some PWDs now consent to paying 10 percent of the contract value if the 
contractor so conditioned his bid. Neither are advances granted as a 
matter of course for equipment and materials on site. This type of advance 
is sometimes granted upon request in amounts varying between 20 and __ 90 percent 
of the value of material and the current value of equipment; in the case of 
advances on equipment, transfer of title and insurance by the contractor is 
required. 

Escalation clauses and similar provisions protecting the contrac­
tor from unforeseeable contingencies are usually included in the documents 
for the largest contracts, or are incorporated by conditions of tender by 
the bidders. Small contracts, also, are rarely subject to cost changes, 
since they are usually limited to one year or less, and do not involve the 
furnishing of materials or the use of a significant amount of equipment. 
It is the medium-size contractor who faces unforeseeable cost problems. 
His agreement may cover two or more working seasons and, in addition to 
labor, may involve the purchase of fuel, explosives and some materials for 
incorporation in the works. A change in the price of these items may sig­
nificantly increase his costs. In the absence of an escalation clause, he 
must gamble on stable prices or add a contingency factor to his bid and take 
the chance of not getting the contract. 

In our discussions with Government agencies, we found that there 
was considerable variation in the treatment of this problem. Representa­
tives of the CWPC said that a few States had a standard provision to cover 
cost increases due to direct Government action, such as changes in the mini­
mum wage laws. Most states, however, have no escalation clause at all, and 
clauses covering market price increases are never offered. If a bidder in­
cludes a request for an escalation clause as a condition of his bid, it may 
be considered, but the additional cost to the Government is estimated and 
added to the bid price for evaluation. 
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Like businessmen everywhere, contractors in India complain about 
tax burdens, but we found it difficult to substantiate these complaints 
in detail. In fact, we heard from several smaller contractors that they 
pay no taxes at all, and there are many allowances and exemptions which 
reduce the burden for others. Nevertheless, there was evidence of adverse 
impact of taxes on the viability and growth potential of construction enter­
prises in other cases. These include the medium-size contractor who keeps 
no books and whose taxable income is determined by a fixed percentage of 
contract values which may well exceed his true profit. Most objectionable 
to larger contractors organized as closely held companies is the fact that 
they pay a flat rate of 65 percent, whereas if construction were recognized 
as an industry, they would pay only 55 percent. Strangely, equipment de­
preciation allowances for tax purposes are generous, which, . in conjunction 
with the high company tax rates, encourages the use of equipment instead of 
labor. 

Recognizing the strain on contractors' resources during project 
execution, and the need for credit, PWD officials and contractors have ad­
vanced the idea of a special credit institution for the construction indus­
try, or of providing access for contractors to existing development banks. 
It has also been mentioned that the PWDs could directly administer a fund 
from which generous advances could be paid. The first step should certainly 
be a reform of contract conditions to establish as regular features escala­
tion clauses as well as mobilization payments and advances against equipment 
and materials. 

Indian contractors tend to make extensive use of labor because it 
is cheap. However, there are operations for which equipment is either in­
dispensable or cheaper to use in spite of the low labor rates. Examples 
of these operations are the haulage and lifting in excavation when distances 
become too great, compaction of embankments, and the laying of high-quality 
road pavements. 

Contractors in India have difficulty obtaining equipment for two 
reasons: first, they lack funds, and second, domestic production of many 
items is insufficient to meet demand. The fact that Government agencies 
absorb most of the production and then rent available equipment to contrac­
tors at rates below cost does not completely solve the problem. When Gov­
ernment-owned equipment breaks down, the contractor is still bound to the 
execution schedule and to the contract price. In addition, he has to take 
the equipment with PWD operators who demand wage supplements from the con­
tractor. Finally, the equipment rental system reinforces the contractor's 
dependence on PWDs and curtails his incentive to develop his competence in 
planning and programming construction operations. It is practically impos­
sible for an individual contractor to obtain foreign equi pment. The inten­
tion to use it must be stated in bids, and any competitor able to do without 
it has a great advantage. If contractors insist, they must obtain the spon­
sorship of the PWD which submits a clearance request to the Directorate 
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General of Technical Development (DGTD) of the Ministry of Industrial Devel­
opment. If domestic equipment, which could possibly serve the purpose, is 
available, even at a high price and with lengthy delivery periods, the re­
quest for imports is denied - based on the implicit assumption that it is 
worth using unlimited amounts of domestic resources to save foreign ex­
change. The procedure is much more complicated than can be described here 
(see Vol. I, Chapter 5 of Economic Situation and Prospects of India, SA 25a 
of May 11, 1971, and Mr: Lankester's memorandum to files of September 9, 
1971), but it is indeed rare that contractors can import equipment that 
is produced in India. 

The lack of spare parts is the major explanation for the fact that 
equipment utilization rarely exceeds 30 percent. Again, the constraint is 
most severe in the case of existing imported equipment. The problem is com­
pounded by the practice of preventing dealers from importing and centrally 
stocking parts. Instead, the actual users stock parts for their particu­
lar equipment. As a result, there are unutilized stocks where they are not 
needed, and equipment lies idle elsewhere for lack of parts. While the 
Government had made available annually about $3 million for spare part 
imports until the end of 1969, no foreign exchange for parts has been re­
leased since then. Dealers now have cash orders in the value of about 
$13 million against which the Government is proposing to release about 
$2 million. 

This problem is recognized at the highest levels in Government. 
A report by the Council of Ministers in 1970 supported the idea of the im­
portance of spare parts to utilize equipment already in the country, and 
Government agencies cooperated with the Caterpillar Company in conducting 
a study on the spare part problem. 

Due to the scarcity of certain materials, especially steel 
and cement, contract conditions usually specify that these materials will 
be supplied by the PWDs. This is, however, conditioned by the phrase "if 
available". If the PWDs cannot deliver the materials as needed, the con­
tractor has no regress against the owner; he must procure ·them at consi­
derable higher cost on the market, or accept an extension of his work pe­
riod without compensation. 

Conclusion 

This review of the circumstances under which the industry operates 
demonstrates that the development of the total Indian construction industry 
is indeed hampered by impediments. Contract conditions and other Government 
policies force the contractors' dependence on planning and direction by Gov­
ernmental agencies. The gradual removal of these impediments is within the 
Government's control, and would be the strongest impulse for the further 
development of the industry. 
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A workable method for applying shadow rates at the procurement 
stage nrust meet thefollowing criteria: 

(i) clarity: · since the application of shadow rates rep­
resents an. adjustment of the prices perceived by the 
contractor, the system must provide clear and uncom­
plicated signals to the contractor trying to determine 
the factor mix which would give him the best chance to 
win the award. 

(ii) flexibility: the corrective system must allow a rea­
sonable margin of flexibility in factor proportion 
throughout execution. While contractors base their 
bids on a fairly detailed program of work specifying 
methods to be used, they cannot foresee all ci rcum­
stances which might require some changes in methods 
and factor proportions to assure timely completion 
to specified quality standards. 

(iii) exclusion of abuse: while the system should permit 
enough flexibility for the contractor to adapt his 
methods as the work progresses, it must not open the 
possibility of abuse. Contractors should not find it 
profitable to submit bids based on the use of labor in 
order to win the award while intending to use machines 
during execution. 

The system which in our opinion comes closest to meeting these 
requirements would have the following features: 

(i) Price adjustments would only be applied to unski.lled 
labor. Although, ideally, shadow rates should also 
pertain to foreign exchange and domestic capital, the 
inducement to increase the use of local labor already 
discourages the use of domestic and imported machines. 

(ii) Tender documents would make known to potential bidders 
the extent of the price adjustment for labor. Contractors 
would be asked to specify their bid price in financial 
terms, and to add a statement showing the labor content 
of the bid. 

(iii) The tender documents would further specify that the award 
would be made to the contractor who submitted the lowest 
evaluated bid in terms of economic cost. For evaluation 
purposes, therefore, the cost of the labor content of each 
bid would be reduced by applying the SP.ecified shadow rate. 
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(iv) Since the contractor must pay the financial cost of 
labor, the signed contract would be for the full bid 
price in financial terms. He would receive the full 
bid price if he adhered to the labor content as spec­
ified in his bid. 

(v) The contractor would be permitted to change factor 
proportions as the work progresses; however, he 
would face a flnancial disincentive. His contract 
value would be so reduced as to limit the maximum 
additional payment permitted for equipment to the 
economic opportunity cost (shadow wages) of the la­
bor substituted. !/ 

(vi) During execution, actual expenditures on labor would 
be determined by certifying labor payrolls. Payments 

!/ A simplified example illustrates this point: 

Shadow rate for labor = 75% of wages 

(i) Financial cost of original bid: 
Labor 40 Other factors 60 Contract value 

(ii) Economic cost of original bid: 
Labor 30 Other factors 60 Total economic cost 
(75% of 
40) 

(iii) Payment permitted after substitution of 20% of labor: 

Payment for other 
factors as origi-

100 

90 

nally specified 60 

Labor 32 Other factors 66 

Financial cost of 
labor actually used 
(80% of 40) 32 

Opportunity cost of 
replaced labor 
(75% of 8) 6 

Total payment 98 

(iv) Economic cost after substitution of labor: 
Labor 24 Other factors 66 Total economic cost 90 
(80% of (60 + 75% of 8) 
30) 
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are normally made in monthly installments of the unit 
rate pertaining to particular work items. Control of 
the factor mix and payment adjustments for deviations 
from the originally specified factor mix require that 
unit rates identify separately the labor component of 
each work item. Unless there is evidence of very sub­
stantial changes in factor mix, payment adjustments for 
marginal changes could be effected at longer intervals, 
say, 3 to 6 months, while intermediate monthly payments 
would be those compatible with the original factor mix. 
However, the final contract price adjustment would be 
made Qn the basis of the total amount of labor used 
under the contract. 

(vii) There would be no upward adjustment of the total con­
tract value as a result of any changes in factor mix; 
however, increased quantities of work would be paid 
for at quoted unit prices, and normal escalation 
clauses would apply. 

The proposed system severely limits the possibility of abuse while 
providing the necessary flexibility for contractors. Throughout execution, 
whenever the contractor wishes to change the factor mix, he would be con­
fronted with the same price signals for different factors that applied in 
bid evaluation. As a result, whatever new factor mix he decides upon, he 
would never exceed the economic cost associated with the factor mix speci­
fied in his original bid. 

Although under the proposed system the award would be made to the 
bidder proposing a method which leads to the lowest economic cost, the fi­
nancial value of his contract is likely to be higher than that of the ·lowest 
bidder in financial terms. Appraisal missions must assess this possibility 
and provide an estimate of the financial costs of projects to be executed at 
lowest economic costs. Disbursements would be made as per an agreed percent­
age of financial project costs. These financial costs are influenced by the 
shadow rate used. In determining the appropriate rate, the Bank should be 
guided by the Government's assessment of the true scarcity value of labor. 
However, it will probably be necessary to limit the price adjustment in order 
to limit the increase in financial cost. We would therefore suggest leaving 
the price adjustment for labor to member governments, provided that the 
shadow rate is not lower than, say, 75 percent of labor wages. Since this, 
or any other method of applying shadow rates at the procurement stage is 
new for borrowers, contractors and the Bank, it would be preferable to apply 
it first to a limited number of pilot projects. 
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Memorandum from Central America and Caribbean Department 

MEXICO - Proposed Loan for the Zihuatanejo Tourism Project 

1. Introduction: Attached for the Loan Canmittee 's con-
sideration is an Appraisal Report entitled "Appraisal of the 
Zihuatanejo Tourism Project" (PT3) dated October 27, 1971, which 
recommends a Bank loan of $22 million to help finance our first 
tourism project in Mexico. In accordance with the usual practice 
in Mexico, the loan would be made to Nacional Financier a, S .A., with 
the Guarantee of the Mexican Government. There would be a Project 
Agre.ement w:i. th the Bank of Mexico, a trust fund of which -- Infratur 
-- would have primary responsibility for executing the project. 

2e The Bank has made 26 loans to Mexico, totalling 
$1,074.1 :mi.llion. In the past the volume of lending to Mexico has 
varied greatly from year to year depending mainly on the status of the 
projects pipeline, which was particularly low at the time of the 
changeover of Mexican administrations a year ago. As a result, in 
FY 1971 only a $75 million loan for livestock and agricultural credit 
was made. The pipeline has now been built up, and the operations 
program for FY 1972 currently totaJ.s $267 million including, in addition 
to tourism,loans for ports, railt.vays, power and an industrial fund. 
A copy of the five-year lending program is attached. 

3. Economic Situation: A Report entitled "Current Economic 
Position and Prospects of Mexico" (CA-14a) is expected to be distributed 
to the Board during the first haJ.f of November. President Echeverria, 
during his first year of office, has taken a series of actions to come 
to grip with the most urgent economic problems. The quality of 
economic management has markedly improved under the new Administration, 
notably in public investment planning and external debt control. The 
expansion of demand has been slowed down slightly in 1971 to reduce 
the growth of imports, and a vigorous export-promotion program has 
been put into effect. A fiscal package was adopted in December 1970 
as a first step toward improving the financial situation of the public 
sector. Further revenue measures will be required, notably price and 
rate increases on the railroad services, electric power, and petroleum 
products. The Government is aware of the need for these adjustments 
and is expected to take decisions on prices and rates, once the six­
year public investment programs have been reviewed by the President 
later this year. The medium-term outlook remains favorable, subject 
mainly, in addition to the above public revenue measures, to an 
improvement in exports; the prospects for exports may, however, be 
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adversely affected by the u.s. import surcharge which applies to 
40 percent of all Mexico 1 s exports. Tourism development will 
play a major role in helping Mexico attain a satisfactor.y export 
growth target. In the longer run a continuation of rapid growth 
and social stab ill ty will depend on the Government 1 s success or 
failure in at tacldng fundamental problems such as the balance 
between population size and natural resources (notably water), 
the uneven distribution of national income and the mounting need 
for improvements in education, public health and employment oppor­
tunities. 

4. The Project: At a meeting on February 19, 1969, the 
Loan Committee considered the approach which the Bank should follow 
with respect to the financing of a tourism infrastructure project, 
at that time in the process of identification, an the Pacific coast 
of Mexico between Acapulco and Puerto Vallarta (I1J/ A and M/69-5). The 
Government subsequently decided to confine the project to the 
Zihuatanejo area, about 180 km north-west of Acapulco, while simul­
taneously developing a similar new resort area at Cancum on the 
Yucatan coast, where a project is now proceeding with the help of 
a $21.5 million loan from the Inter-American Development Bank. Both 
projects have b9en entrusted to Infratur, a trust fund established 
by the Bank of Mexico especially for this purpose. The Zihuatanejo 
project includes rehabilitation of the existing village, develop­
ment of a new tourist resort nearby at Ixtapa and construction of 
a new international airport at a total estimated cost of around $44 
million, including contingencies. 

5. Amount and Composition of Loan: In line with the 
recommendation of the Western Hemisphere Department, the Loan Committee 
agreed two years ago that the Bank "keep open the possibility o£ 
some local currency financing, but with the reservation that i£ the 
amount involved were large such financing would have to be reconsidered". 
Subsequently, Mr. Knapp accepted the reco:mrnenda tion of the Central 
America and Caribbean Department (in a memorandum of February 3, 
1970) that the Bank would be prepared to consider financing 50 percent 
of the total cost of items eligible for inclusion within the scope of 
a loan for tourism infrastructure. The Ivlexican authorities were so 
informed. It was assumed by this Department that housing and land 
acquisition would be the principal items excluded in determining the 
amount of the Bank 1 s contribution. 

6. The attached Appraisal Report recommends a loan of $22 
million, representing 50 percent of the estimated project cost of 
$44 million. Housing (for hotel workers and others) has been excluded 
from the latter figure, and the expectation is that housing will be 
provided largely by private initiative. However, as the Appraisal 
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Report points out, some assistance is likely to be needed from 
public funds, and I agree that the Federal Government should be 
required to devise some way of providing such assistance for "self­
help" housing in Zihuatanejo, notwithstanding the general rule in 
Mexico that housing is not a charge an the federal budget (Appraisal 
Report, paragraph 4.01). 

7. Wnile the $44 million project cost, as set out in 
paragraph 3.15 of the Appraisal. Report, excludes housing, it :includes 
$2.35 million for the acquisition of land for the resort area of 
Ixtapa and the airport. I see no particularly strong reason to 
include the cost of land for the purpose of calculating the amount 
of the loan. Mr. Chadenet agrees. I propose therefore that the 
amount of the loan be reduced accordingly, i.e. by 50 percent of 
$2.35 million =$1.17$ million. Allowing for possible other minor 
adjustments in the figures, the final amount of the loan is like:cy-
to be in the region of $20.5 - $21.0 million. It should be noted 
that the project includes investment in such facilities as a golf 
course and a marina, but these are integral parts of a resort area, 
and I see no objection to the Bank financing them. 

8. On the realistic assumption that all major construction 
contracts, although open to international bidding, w.ill be won by 
Mexican contractors, the foreign exchange component of the project 
is estimated at $13 3 million. Just over one-third of the loan will 
therefore be for local costs. I consider this to be amply justified 
in Mexico where there is a strang country case for local cost financ­
ing. It may also be relevant in this connection to note that the 
Zihuatanejo tourism project is located in a region of exceptionally 
low income and high unemployment, so that it will be maldng a direct 
contribution to the relief of acute social problems. 

9. Institutional Arrangements: The appraisal mission gave 
particular attention to working out arrangements for effectively 
coordinating the many different agencies, Federal, State and Municipal, 
which will be concerned in executing and operating the project 
(Appraisal Report, paragraphs 3.21 through 3.32). Investments in the 
resort area at Ixtapa, accounting for approximately 40 percent of 
total project costs, will be the direct responsibility of Infratur, 
and a Project Agreement will be negotiated with the Bank of Mexico 
specifying its role in carrying out the project. Various Federal Sec­
retariats will assist Infratur in this task. However, Infratur 
will not be in charge of developments in the urban area of Zihuatanej o, 
which will be implemented in part by the Secretariat of Hydraulic 
Resources and in part by the National Bank for Public Works. The 
Secretariat of Public Works will be in charge of airport construction. 
The Government of the State of Guerrero and the MUnicipality of 
Zihuatanejo will also have important functions in relation to the 
project. The Bank of Mexico does not have the power to issue directions 
to the Federal Secretariats or to State and Municipal authorities, 

l 

\ 
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and ultimate responsibility for the coordination or project activities 
will be vested in the Secretariat of the Presidency, with Infratur 
acting far it on the spot through a Project Unit specially established 
for this purpose. The Guarantee Agreement will require the Government 
to ensure the timely and effective participation of all the various 
executing agencies, and the Secretariat of' the Presidency will designate, i:· 
eonauJ. ta tion with the Bank, a semor official with necessary support­
ing staff to follow the progress of the Project and -- in cooperation 
with Infratur -- to take a1l steps necessary to ensure its effective 
implementation. His designation will be a condition of effectiveness 
of the proposed. loan. While this 'Will be a very complicated arrange­
ment, I cannot think of any better alternative in ¥.1exican conditions, 
and the Bank 1 s past experience in dealing with Mexico justifies a 
fair degree of confidence that things will turn out all right in 
practice. The key appointment will be that of the Director of the 
Project Unit, and we shall do out best to ensure that a good man is 
fo'Und to perform this task. 

10. Mas~ P1an ~ Ai.!"l!Lnoo and Hotels: ~lle Loan C~ttee concluded 
two years .ago that the BanK woUld want to be satisfied that the 
Government was formulating a satisfactory master plan and taking the 
steps necessary for its implementation, and that adequate progress 
was being made in negotiations with airlines and hotel investors. 
Infratur had a great deal of difficulty in the preparation of the 
master plan, and this is one of the main reasons why the project 
has been so long delayed. However, a sui table plan n1eeting the 
requirements of an integrated tourism development has now been com­
pleted with extensive help from Bank technical staff. Since the 
Mexican agencies involved in the project have alreaqy agreed in 
principle to the design of its components, and their construction 
capacity is proven, prospects are favorable that the infrastructure 
will be canpleted along the lines of the plan and without serious 
delays. No problems are foreseen with regard to airline routes since 
Mexico will simply declare Zihuatanejo a co-terminal ~~th Acapulco 
under existing ~ilateral agreements. Various hotel companies have 
expressed a keen interest in sponsoring hotels, but Infratur has not 
begun negotiations in advance of loan approval by the Bank. Since 
being the first investor in a new site involves certain risks, I 
agree lvith the recommendation in the Appraisal Report that the Mexican 
Government be asked for assurances that it will, if necessary, take 
steps - including the provision of finance -- to ensure that 750 
hotel rooms be built and operating not later than 1976. This will 
guard us ag~inst the risk, in my view very slight, that private 
capital "Will not be forthcoming in adequate volume in the early years 
to justify the infrastructural investments. 

/ 
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11. Economic Justification: The econcmic return on the 
project, including private as well as public investments, will 
obviously be very sensitive to the rate at which hotels are 
built and occupied. On varying assumptions about occupancy 
levels and opening dates, and with shadow pricing of unsld.lled 
labor, the Appraisal Report estimates the internal rate of return 
at between 15.6 percent and 20.8 percent. I consider these calcula­
tions reasonable. 

12. Procurement: Major civil contracts and contracts for 
most equipment WQuld be awarded under international competitive 
bidding with items grouped to the extent practicable to encourage 
such bidding. The proposed project is within the capacity of the 
Mexican construction industry to implement, but foreign contractors 
might submit bids for the larger contracts. With regard to the 
water supply and sewage elements of the project, numerous small 
ci~ works contracts will be required, and only local contractors 
are likely to submit bids. It is therefore proposed that for these 
civil works contracts only national competitive bidding be required. 
The total value of such contracts is estimated at $2.0 million 
equivalent. A contract of about $16o,ooo for a portion of the 
navigational aid equipment for the airport will for technical reasons 
be negotiated directly with a u.s. fir.m that has supplied all other 
airports in Mexico with similar equipment. 

13. Consultants Services: In response to a recent l1exi.can 
request, about $1 million is being :included :in the project for 
consultants serVices to assist in the preparation of future projects 
in new tourist zones and of a plan for attacking current problems 
of water pollution and urban deterioration in Acapulco resulting 
from the rapid growth of slum areas. Current prospects are that one 
or more of the projects for new zones may be suitable for future 
Bank financ:ing o. However, we have expressed strong doubts to the 
Mexican authorities about the desirability of direct Bank involve­
ment in financing the redevelopment of Acapulco itself, since its 
unplanned growth has given rise to some extremely complicated social 
and political problems which would be difficult for the Bank to 
handle. The necessary investments can anyhow be financed through 
the allocation of Mexican Government funds for this purpose. 

14. Term of Loan: A major potential constraint to rapid 
economic growth in Mexico is the future level of public debt service. 
This depends speci~ on the type of external debt management that 
the Mexican authorities will implement. There are encouraging signs 
that the Government is taking positive steps in this direction and 
I believe that there is a strong case for the Bank to help the 
Government in its efforts to improve the external debt profile. 
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I therefore agree with the recommendation of the Appraisal Report 
that a term of 25 years is warrantedo As in the case of our most 
recent highways loan -- the only 25 year loan to Mexico thus far 
this term is in line with the expected minimum economic life of 
the project. 

15. Recornmendation: I recommend that representatives of 
the Mexican Government,Nacional Financiera and the Bank of Mexico 
be invited to negotiate a loan of about $21 million to Nacional 
Financiera, "With the guarantee of the Mexican 'Government, for the 
Zihuatanejo to~ism project on the ter.ms and conditions proposed 
in the Appraisal Report. 

Attachment 

Edgar Gutierrez 
Director 
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GDP Per Capita: 

52.4 million 
$654 

Agriculture 1Livestock Credit I IBRD 
Agriculture/Livestock Credit II IBRD 
Agriculture/Livestock Credit III IBRD 
Agriculture/Livestock Credit IV IBRD 
Agriculture/Livestock Credit V IBRD 
Agriculture/Livestock Credit VI IBRD 

Small Scale Agriculture I 
Small Scale Agriculture II 
Small Scale Agriculture III 

Irrigation I and II 
Irrigation III 
Irrigation IV 

Forestry I 
Forestry II 

Education I 
Education II 

Industry I 
Industry II 
Industry III 
Industry IV 

Steel (Las Truchas) I 
Steel (Las Truchas) II 

Power I to VI 
Power VII 
Power VIII 
Power IX 
Power X 
Power XI 
Power XII 
Power XIIL 

Panuco Multi-purpose Project 

Tourism I 
Tourism II - Unidentified 
Tourism III - Unidentified 

Highways I - III 
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Highways V 
Highways VI 
Highways VII 
Highways VIII 
Highways IX 
Highways X 
Highways XI 

Ports I 
Ports II 

Railways I 
Railways II 
Railways III 

Tehuantepec Isthmus (Transp.) 

Water Supply I 
Water Supply II 

Operations Program 

Lending Program 

IDB - gross disbursements 

IBRD o/s inc. undisbursed 
exc. undisbursed 

IBRD - gross disbursements 
- net disbursements 
- net transfer 

IBRD 
IBRD 
IBRD 

IBRD 
IBRD 
IBRD 

IBRD 
IBRD 

IBRD 
IBRD 

IBRD 
IBRD 
IBRD 
IBRD 

IBRD 
IBRD 

IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 

IBRD 

IBRD 
IBRD 
IBRD 

IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 
IBRD 

IBRD 
IBRD 

IBRD 
IBRD 
IBRD 

IBRD 

IBRD 
IBRD 

IBRD 
No. 

IBRD 
No. 

Through 
1963 1964 

27.5 

0.5 

254.8 

55.4 

61.0 

399.2 
~ 

369.3 
203.2 

235.5 
192.0 
129.7 

39.3 

39.2 .,..-

451.6 
308.8 

54.7 
39.1 
24.3 

1965 

32.0 

32.0 
-r-

525.2 
350.4 

60.9 
41.5 
24.8 

MEXICo:· ACTUAL AND PROPOSED LENDING THROUGH FY-1977 
(US$ million) 

1966 

25.0 

19.0 

93.4 
16.6 

J54.0 
--z;-

53.2 

513.5 
404,7 

75.4 
54.3 
36.0 

1967 

28.0 

560.8 
444.8 

63.6 
40.1 
19.4 

~iscal Years 
1968 1969 

25.0 

90.0 

27.5 

142.5 -r 
66.0 

637.2 
484.5 

66,8 
39.8 
16.9 

65.0 

65.0 
-r-
32.0 

717.5 
543.9 

85,0 
59.4 
32.2 

1970 

125.0 

21.8 

146.8 -z 
97.4 

836,6 
599.3 

83.1 
55,4 
27,7 

1971 

75.0 

75.0 .,-
100.0 

884.8 
707.1 

134.6 
107.8 

69.5 

1972 

35.0 

125.0 

22.5 

15.0 

70.0 

267.5 
~ 

232.5 
""'"4 

110.0 

1087,5 
819.3 

142.0 
112.2 

72.7 

1973 

75.0 

20.0 

15.0 

60.0 

20.0 

35.0 

225.0 .,== 

205.0 
-r 
110.0 

1260,5 
985,3 

198.0 
166.0 
120.6 

1974 

15.0 

40.0 

125.0 

15.0 

J95.0 
-r 
175.0 ,..... 
110.0 

1397.8 
1147.6 

200.0 
]62.3 
105.8 

1975 

75.0 

40.0 

40.0 

20.0 

20.0 

40.0 

35.0 

270.0 --,-
245 . 0 
---r= 

110.0 

1588.0 
1307.8 

200.0 
160.2 
93.2 

1976 

20.0 

50.0 

125.0 

/ 

~ 

230.0 
-r 
200.0 
"""') 

Attachment 1 

Total 
1977 1964-68 

75.0 

40.0 

25.0 

60.0 

20.0 

20.0 

240.0 
--r 

367.8 
-9-= 

Total 
1969-73 

724.3 
12 

110.0, 110.0 

1741.5 
1457.3 

196.0 
149.5 
71.8 

1883.6 
1599.4 

200.0 
142.1 
54.6 

321.5 
214.8 
121.4 

642.7 
500.8 
322.7 

Central America and Caribbean Department 
10/20/71 

Total 
1973-77 

1160,0 
27 
1025.0 
---n-

994.0 
780.1 
446.0 
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Memorandum from the Eastern Africa Department 

MALAWI: Proposed Karonga Rural Development Pro.~ct 

I. BACKGROUND 

1. Attached is an appraisal report ( PA-106) dated September 
30, 1971 on the Karonga Rural Development Project in Halmd. It 
supports an IDA credit of $5.7 million for this project. 

2 c The Bank Group has so far made seven IDA credits to I~alawi 
to·talling $40o55 million. The proposed credit would be the fourth 
for integrated regional development with emphasis on agriculture, a 
type of project which has been particularly successful and has 
become part of the Government's accepted strategy for development. 
Other IDA projects, covering highways, education and power, have also 
been progressing well. 

3· The five-year lending program (copy attached) indica·t.es a 
continuing emphasis on rural development and the proposed project 
fits in with the development priorities of the Government. 

II. THE ECONOMY 

4. An Economic Report entitled nRecent Econanic Developments 
- Malawi" was distributed in August 1971. 

5. Since Malawi became independent with the breakup of the 
Federation of Rhodesia and Nyasaland in 1964, GDP has increased by 
about 5.3 percent annually; gross investments by 28 percent annually 
and British aid for the current budget has declined from about 40 
percent of current expenditures to only 13 percent in Fn971 (ending 
March 31). Exports doubled between 1964 and 1970, and an increased 
capital inflow in 1970 brought about a rise in foreign external 
reserves which reached $30 million at the end of December 1970, i.e. 
the equivalent of about 1.h months' imports. 
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6. Gross investment rose from ll percent of GDP in 1964 
and 1965 to 20 percent for the last two years. However, some of 
the increased investment is accounted for by projects which were 
undertaken earlier than the growth of demand would justify and 
some of dubious economic justification. These include a railway 
link to the Port of Nacala in .Aozambique, which is now completed, 
a new capital city now under construction at Lilongwe and possibly 
some investments in roads. Part of the increase in investment was 
financed by a rise in net capital inflow from $5 million annually 
in 1964-1965 to $35 million annually in 1969-1970. Another part 
was met during 1966 and 1967 by drawing down foreign exchange 
reserves. Howe'Ver, a rising portion of gross investment was cover­
ed by an increase in domestic savings. Wbile in 1964 domestic 
consumption almost equalled GDP and gross domestic saving in the 
following year was only $5 million, :t::lalal-Ti now saves about $19 
million annually which represents about 30 percent of total invest­
ment. 

7. Current revenue increased by over 15 percent per year 
between 1964-1971 against a 7 percent expansion of recurrent expend­
iture. \rfuile this was accompanied by fiscal measures aimed at 
raising the efficient operation of Government service, per capita 
expenditures on certain services, e~g. health,showed little increase 
and no\v am.ounts to about 85 cents annually. Last year the Cabinet 
approved ceiling rates of increase for different types of recurrent 
expenditures for the next 3 years in order to limit the overall rise 
in recurrent expenditure to 6 percent a year. The Govemrnent•s 
objective is to eliminate British budgetary support by 1974, except 
for the "topping up" of salaries of British expatriate civil servants 
in Malawi. The chance that the Goverrnnent will succeed in this 
objective seems reasonably good. vfuile at present the public sector 
does not generate any savings, the L~rovement in fiscal performance 
since independence is reflected in the rapid decrease in budgetar,y aid. 

8. The service on Vfalawi.'s external public debt as of December 
1970 amounted to $5.7 million or about 9 percent of export earnings. 
It is probable that despite continued rapid increase in exports, 
~alawi 1 s debt service burden will increase significantly during the 
ne:xt few years. 'Ihe need to keep borrowing on hard terms to a 
minimu.m and to borrow only for clearly economically justified 
purposes has been brought to the Government• s attention. We intend 
to watch the situation carefully. 

9. On the whole, despite some premature investments and still 
a low overall level of savings, the rapid growth rate of production 
and investment and the sustained efforts to raise savings indicate an 
improvement in performance to justify IDA support. 

10. Malawi continues to need aid on concessionary tenns. Since 
the country is dependent on external assistance even for current 
expenditures, external aid will have to finance a high proportion of 
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the cost of projects and some financ:lng of local expenditure will be 
necessary. In the project under review, it is proposed that IDA 
finance 85 percent of the total. costQ 

II • THE PROJECT 

11$ The proposed project, the first phase of larger development 
efforts, would be a five-year program of agricultural development in 
the Karonga area, supported by improvements to health services and 
transportation o · The project would include: (a) Eight rice schemes -
two irrigated on about 1,500 acres to produce double cropped rice 
and six organized rainfed schemes on about 6,000 acres to produce 
single cropped rice; (b) Improvements to dr.y cultivation of maize, 
cotton and groundnuts on about 7,800 acres through extension services 
and provision of inputs; (c) An initial livestock development 
comprising dipping tanks, markets, a holding ground and improvements 
to stock routes; (d) Seasonal and medium-term credit to project 
farmers; (e) F't.1rther studies on crops and hydrology and a feasibility 
study for a possible second phase; (f) Improvements to health 
facilities in tha project area; and (g) Rehabilitation of the freight 
se~ce on Lake Malawi, which would comprise the construction of 
jetties, associated access roads and buildings, the provision of a 
mobile crane, tractors and trailers and two powered barges. The project 
would directly benefit about 4,600 farmers and also many small cattle 
owners. The other project components such as agricultural studies, 
health and transportation would indirectly benefit the whole area. 

12. A Project Unit within the Ministry of Agriculture and 
Natural Resources (MANR) would carry out the agricultural and health 
components of the project, the latter in consultation with the Ministr,y 
of Health, while the lVJ:inistry of Transport and Communications would be 
responsible for the transportation component of the project. A Project 
Manager with headquarters in Karonga and reporting directly to the 
Pennanent Secretary of MANR, would be in charge of day to day operationso 
Malc::wi Railways, under the Ministry of Transport and Communications 
would be responsible for the rehabilitation of the Lake Service. As 
several l~istries have responsibilities concerning the Project, a 
Karonga Rural Development Project Liaison Committee would be establish­
ed, whose members would be senior officials from MANR (Chairman), the 
Cabinet, Treasury, Ministry of Works and Supplies, Ministry of 
Transport and Communications, J:vlinistr-.f of Health and Community Develop­
ment and Local Administration, and the Project t1anager, who would be 
Executive Secretary to the Committee. The Liaison Committee's primary 
function would be to coordinate inter-Gover.nmental project activities 
and the establishment of such a Committee would be a condition of 
effectiveness of the cxedit. 

13. The improvement of health facilities in the area is a note-
worthy feature of the proposed project and would make a contribution 
to increasing agricultural productivity. The measures to be taken are 
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a bilharzia control program on tre eight ric~ schemes, the construction 
and operation of five rural health outposts and improvements to the 
buildings and supporting services at the Chilumba Rural Hospital and 
the Karonga District Hospital~ Recurrent expenses for the two initial 
years have been included in the project costs and an assurance will be 
obtained that subsequent recurr-ent expenses would be borne by Govern­
ment., 

14. While the agricultural and health components of the proposed 
project have been fully appraised, details of the transportation 
component are subject to finalization. More information is needed on 
the designs and detailed plans for the construction and equipment and 
firmer cost estimates are required. The Government and Nalawi Railways, 
which own and operate the Lake Service, are completing their final 
plans for rehabilitation of the Lake Service, and the required delta 
will soon be ava Uable • A sum of $1 million, which is the preliminary 
cost estimate, has been included in the project costs for transport­
ation facilities I) Detailed proposals for improving the Lake Service 
will be considered dur-lng negotiations and IDA's approval of the final 
proposals for the improvement of the Lake Service would be a 
condition of effectiveness of the credito 

15 n The appraisal report estimatee the total cost of the project 
at $6Q7 million with a foreign exchange component of $3a5 million. 
The proposed IDA credit of $5.7 million will cover 85 percent of the 
project cost including the entire foreign exchange component and $2~2 
million of local currency costs. The remaining 15 percent of project 
costs would come from Governma1t; however, the GoveJ::mnent 'tvould 
recover about 5 percent of project costs from the project farmers by 
way of service charges and fees c Project funds would be channelled 
through two Ministries - funds concerned with transportation through 
the Ministry of Transport and Communications 1 and aJ.l other funds 
through the MANRG 

16. Procurement of vehicles, machinery, equipment, fuel, 
fertilizers, pesticides, drugs, construction of ports, access roads 
and barges totalling about $2~5 million in value would be by inter.r~t­
ional competitive bidding~ Items of eqctipmant costli'lg less than 
$25,000 equivalent in any year would be purchased subject to local 
tender, as would be items relating to the p:cogram of staff housing, 
workshops and office development estimated at about $1 million, which 
would be too small and widely scattered to attract international 
competition. Construction of the 3.6 mile access road and jetty for 
Chilumba port (about $200,000) 1-rould also be exempt from :international 
bidding. Instead, it is proposed that they be constructed under an 
extension to the contract for building the Chilumba-Chiweta road, which 
was awarded as a result of international competitive bidding and is now 
being executed by W & C Fr-ench (Malawi) Ltd~ All fann inputs procured 
by international competitive bidding would be handled through the 
Agricultural Development and Marketing Corporation (ADivlARC) which is a 
parastatal organization. All tendars would bo processed by the Central 
Tender Boaz:d. Both .A11.'"v1ARC and the Central Tender Beard are organizations 
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known and following procedures satisfactory to IDA. 

17. In calculating the rate of re tum to the economy, family 
labor cost has been taken as zero because there is almost no opportunity 
in the area for employment for cash wages. What little extra labor 
beyond the family's ovm labor that may be required would come from 
other families within each scheme and would be paid for in kind. 
The rate of return, which is sensitive to variations in rice and cotton 
revenues, ranges between 17 and 12 percent according to high or low 
price estimates for rice and cotton. 

18. Most of the assurances recommended in Para. 9 oOl of the draft 
appraisal report are similar to those obtained in the three previous 
credit agreements for projects of this type in l'hlawi. They have been 
discussed with the Government and no serious difficulties are anticipated 
during negotiations. Since the transport component is an essential 
part of the proposed project, agreement with the Government on details 
of the proposed improvements to the Lake Service should be a condition 
of effectiveness as proposed. 

IV. RECO~mNDA TION 

19. As a result of pcssible variations in the exchange rate 
between the US $ and the Malawi Kwacha which is pegged to the UK 1 
sterling, the estimated total cost of the project may go up from 
$6.7 million to $7 .,0 million. In order that the proposed credit should 
cover the costs as envisaged in the appraisal report, we should be 
prepared to raise its amount slightly. Accordingly, I recommend that 
the Association invite the Gover.nment of Malawi to negotiate a credit 
of up to $6.0 million for the proposed Karonga Rural Development 
Project substantially in accordance with recommendations set forth in 
Section IX of the draft appraisal report. 

Attachment 

Michael L. Iejeune 
Director 

Eastern Africa Department 
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Memorandum from Europe, l'.d.ddle East and North Africa Department 

TURKEY - Irrigation Rehabilitation Project 

1. This memorandmn reconnnends a Bank loan of $20 million to finance the 
foreign exchange component and part of the local currency cost of an 
Irrigation Rehabilitation Project. A report entitled "Appraisal of an 
Irrigation. Rehabilitation and Completion Project" (PA-108) dated 
October 8, 1971, is attached hereto in support of the recommendation. 

Background 

2. Past Bank Group operations in the Turkish agricultural sector 
have focussed on the Seyhan Irrigation Projects, the execution of which 
has been satisfactory,after some initial difficulties. More recently, 
one Credit and one Credit and Loan, not yet effective, have been made 
to finance a Dairy Development Project and a Fruit and Vegetable Export 
Project. The effectiveness dates of these projects have been postponed 
due to delays experienced by the Turkish authorities in fulfilling some 
of the rather complex effectiveness conditions. Future Bank Group 
operations are described in the attached FY 1972.-77 Lending Program (as 
revised following the CPN review on September 16, 1971). Five operations 
are planned for 1972. In addition to the rehabilitation project, loans 
or credits are contemplated for livestock development, a steel and a 
fertilizer plant and for urbanization. The current lending program 
envisages IDA financing for the livestock and urbanization projects. IDA 
fL~ancing could be considered for the irrigation rehabilitation project also 
but this would mean mixed Bank/IDA financing for urbanization in order to 
use completely the $49 million allocated at present for Turkey; moreover, 
it is felt that IDA financing of the urbanization project would encourage 
the Government to take promptly the basic decisions required to ensure 
the comprehensive planning for an orderly development of Istanbul, which 
is the primary objective we seek to achieve in this operation. An 
appraisal mission on the urbanisation project is due to visit Turkey in 
November 1971. If, as a result, difficulties are foreseen in consummating 
lending for urbanisation in FY 1972, we tvould wish to replace Bank by 
IDA financing for the irrigation rehabilitation project. We therefore 
propose to carry out the negotiations for the latter project on the basis 
of a Bank loan with the tmderstanding that an IDA credit would be 
substituted therefor should the outcome of the appraisal mission for the 
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water supply project, the largest of the three components of the u~ban­
isation project, not be altogether favorable. In such a case, I propose 
that the IDA credit for the irrigation rehabilitation project be in the 
order of $18 million to finance .50 percent of project cost. (The proposed 
Bank loan would include $3.1 million for interest during construction.) 

3. The findings of a Bank economic mission which visited Turkey in 
April 1971 were reported in a "Memorandtun on the Current Economic Position 
and Prospects of Turkey" (EMA.-40a) dated July 19, 1971. Reference is 
also made to the current economic situation in the Turkey CPN dated 
September 8, 1971. 

The Project 

4. The proposed project is intended to rehabilitate and complete the 
water distribution network and on-farm development in three project areas, 
Silifke and Koprucay on the Mediterranean coast and Tokat, north-east of 
Ankara. Existing irrigation schemes in these areas now partially 
serving about 26,000 ha. would be expanded to serve about 50,000 ha. 
Past Government investment in irrigation has frequently favoured major 
works at the expense of water distribution and land preparation. The 
objective of the project is to achieve the productive potential of 
existing or nearly completed irrigation works by providing the means 
necessary for continuing development. The project is expected to be the 
first of a number of similar Bank operations in Turkey. 

~eject Issues 

.5. Local Currency Financing. The project costs include a local 
currency component for an equivalent of $2.5.4 million or two-thirds of 
the total cost of about $36.6 million, exclusive of interest on the Bank 
loan during construction. Shortage of public savings has become an 
increasingly critical constraint on investment, particularly in 1970, for 
the Government and ·is likely to continue for the next few years. The 
situation is made worse by the inflationary pressures that emerged following 
devaluation in 1970. Turkey 1 s domestic savings will therefore have to be 
supplemented by foreign assistance to help finance local currency costs 
of high priority projects. Moreover, local currency financing for this 
project is expected to encourage the Government agencies concerned to step 
up the preparation and implementation of the sizeable backlog of irrigation 
rehabilitation schemes which, despite their importance, have so far been 
given less attention than large new irrigation projects. I therefore 
propose that, in conformity with the recommendation on local currency 
financing approved in the Turkey CPN review, a portion of the local currency 
expenditure for the project should be supported by the Bank. The proposed 
Bank loan of $20 million would cover the estimated foreign exchange 
component amounting to $11.2 million, interest during construction on the 
Bank loan of $3.1 million and $5.7 million of local currency expendi·ture. 
(The latter amount would be slightly larger in the event of an IDA 
credit as proposed in paragraph 2 abov~. This level of support will still 
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require the Government to provide roughly half of the project cos~s .~ 
(including· interest dul .. ing construction): ~ . In addition, the Government 
will be expected to make available adequate agricultural credit to farmers 
in the project areas, where credit demand is expected to double from 
$4 million to $8 million per year. Thus, even with the Bank 1 s contribution 
to local currency needs, the Government will be required to make a 
substantial contribution to the financial requirements of the project. 

6. Procurement. ·· It has been agreed with the Turkish authorities that 
international competitive bidding will be used for all equipment purchases, 
with the exception of certain items which can be manufactured locally. 
These items, which amount to $0.7 million, will be reserved for local 
procurement under normal government bidding procedures, and will be 
financed entirely by the Turkish Government. The Government may yet 
decide to procure some additional items without international bidding. 
If this is so, Agriculture Projects Department recommends, and I concur, 
that the corresponding swr be deducted from the "loan account. · · · 

1. The existing government bidding procedures for awarding civil 
works contracts is restrictive with respect to price and source. An 
assurance will therefore be sought, at the time of negotiations, that 
bidding procedures should be modified and that international contractors 
be given the opportunity to bid on all contracts offered, in accordance with 
the Bank 1 s guidelines. In certain circumstances, however, DSI and 
Topraksu (the Government agencies responsible for construction of 
irrigation works and on-farm development respectively) propose to carr.y 
out some work on force account. This procedure appears to be justified 
where coordination is required between work on the project and the need 
to maintain water services or where work of a specialised nature , which 
does not lend itself to competitive bidding, is involved. Both DSI and 
Topraksu have the capability and experience to carr,y out adequately such 
works on force account. Estimated expenditure on force account amounts 
to $4.7 million, of which about $2 .0 million would be financed by the 
Bank. 

8. Project Organization. The coordinated action of four government 
agencies is regUired to implement the project in three separate areas. 
In the past there has been some concern within the Bank regarding the 
organizational separation between DSI and Topraksu particularly as on-farm 
development has frequently lagged behind the completion of water s:torage 
and distribution networks (although more recently Topraksu has perfonned 
well on the Seyhan project by meeting its land improvement targets). 
Possible solutions to this problem were examined in the Bank 1 s report 
enti tJ.ed "The Development Prospects of Turkey" (EMA.-30a, Volume III, 
Annex I) dated March 10, 1971. This suggests that a case can be made 
for bringing the irrigation activities of DSI and Topraksu together 
under the Ministry of Agriculture or, if this is not feasible at the 
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present time, consideration should be given to transferring the tecl1nical 
activities of Topraksu to DSI. However, Agriculture Projects Department 
believe, and I agree, that the requirements of the project are within 
the capability of the existing agencies and that major organizational 
reforms along the lines suggested in the above-mentioned Bank report call 
for careful study as they would involve basic changes in the responsibilities 
of several Ministries. Instead, the Bank will propose, during 
negotiations, that the Government should explore methods for oett?r 
e.r.:o~dina~ion particularly as this affects such matters as planning and 
financing of joint operations, staffing and the use of workshop facilities. 
One possibility to be discussed would be to establish, pending major 
organizational changes, a central committee comprising senior staff from 
DSI, Topraksu and the Ministry of Agriculture (in addition to the project 
coordination committees proposed in the Appraisal Report- see para 5.02). 
Such a committee could also be given the responsibility for preparing 
the plans and studies required for the phased implementation of the many 
other irrigation rehabilitation projects under consideration. 

9. Consultants. It is clear that both Topraksu and the Extension 
Service will require outside assistance in organizing their work. The 
Bank will suggest, during negotiations, that the Government should retain 
Consultants who will provide expert advisers for both organizations, to 
be stationed at Koprucay and Tokat. The third project area, at Silifke, 
will be assisted by the Consultants now serving the Seyhan project, who 
can assume this add.i. tional task without difficulty 

10. ~r Rates. Present charges for irrigation water services are 
inadequate to meet operation and maintenance costs incurred in each of 
the Project areas. Agricul tu.ral Projec-ts Department reconnnends, and I 
concur, that these charges should be reviewed so ao to cover operation 
and maintenance costs and recover a reasonable pbr·tion of the investment 
cost.s, with due regard to the farmer 1 s ability to pay and still retain an 
incentive to use project water. 

~ommendation 

11. I recommend that the Bank invite the Government of Turkey to send 
representatives to negotiate a loan of $20 million along the lines of the 
recommendations contained in paras 8.01 to 8.03 of the Appraisal Report 
and in this memorandum, with the proviso of a possible shift to IDA financing 
as proposed in para 2 above. 

Att. 

Dieter Hartwich 
Denuty Director 

. ~ . . 



TURKEY - Proposed Lending Program 
1971 - 1977 
($ millions) 

Fiscal Years Total Total 
1971 1972 1973 1974 1975 1976 1917 1969-73 1973-77 

Agricultural Credit I IDA 20 
- II - II IDA 25 
- II - III IDA 

Fruit-Vegetable I (IBRD 10 - II .L I (IDA 15 
- II - II IDA 20 
- II - III IDA .30 

Irrigation Rehabilitation I IBRD 20 
- It - II IBRD 20 - It - III IBRD 15 

Ceyhan-Aslantas IBRD 55 
Lover Firat IBRD 50 

Livestock I IDA 4.5 
II -II IDA 15 

- II -III IDA 20 
- II -IV IDA 25 

Agrioul ture Unidan tif'ied I IBRD 20 
- II - II IBRD 20 
- ' II - III IBRD 15 

DFCs - TSK~ VIII IBRD 40 - II - II IBRD 45 - II - X IBRD 50 - II - n IBRD f:IJ 
DFCs - Second Co. I IBRD 15 - II - II IBRD 15 

Ec:Uoation I IBRD 13.5 - II - II IBRD 10 
- II -III IDA 10 

In~stry - IGSAS Fertilizer IBRD 23 
- Erdemi.r Steel IBRD 70 
- Paper Mill-

25 Forestry IBRD 
Indu.str,y & Mining Uilident. I IBRD .30 

II - II IBRD 25 

Power- TEK I IBRD 24 
- 11 II Elbistan IBRD 50 - "III Lower Firat IBRD 45 
- n IV Unidentified IBRD 20 
- Cu.kurova n: IBRD 7.0 

Touri• I IBRD 5 
15 II II IBRD 

II III IBRD 20 

Bailva;ys I IBRD J5 
II II IBRD 40 II III IBRD 40 

Urbanization I (incl. water 
~power) IDA 25 

II II (incl. 
sewerage) mA 20 

II III Unidentified IDA 20 
II IV IDA 25 

Operations Program IBRD 113 i75 150 135 145 135 456 740 II II IDA 40 40 40 55 55 55 111.5 245 
-Total. 153 215 190 190 200 190 567.5 985 = = - -=: - ==-= ====-== =-= 

:No 5 8 8 6 8 6 23 .36 
Lending Prograa IBRD 94.5 100 120 100 85 95 95 388 505 n II IDA 19.5 40 4o 40 55 55 55 111.5 245 

Total 114.0 1~ 16o 140 ll.o --150 ' 150 499-5 750 - - -- -No 6 4 1 1 5 6 5 21 .30 
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